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PREFACE. 


Tue first edition of this book was published in the year 
1899, when a generous reception was given to it both in 
Britain and in the Colonies. In writing the Preface to 
this—the Fourth—Hdition, in which extensive alterations 
have been made, the writer desires to take the opportunity 
of expressing his thanks to the teaching profession for the 
widespread support which he has received. 

Bookkeeping is a constantly progressing science: methods 
in vogue fifteen or twenty years ago have long since been 
discarded in favour of modern methods economising space 
and labour. More, too, is now expected from the ordinary 
student: for example, even comparatively e!ementary ex- 
aminations now include the application of bookkeeping to 
Partnership Law, Income Tax, and Joint-Stock Company 
Accounts. Hence a revision of this little work and an 
extension of its scope were necessary with the view of 
incorporating the progressive adaptations of bookkeeping 
to the needs of the commercial world. In the new Edition 
the salient features of the old work have been preserved 
in Lessons I. to X. (pp. 1-144), dealing with the Theory 
of Bookkeeping: but the bulk of the text, pp. 145-367, 
deals with practical applications and is entirely new. 

As a subject of instruction, Bookkeeping has suffered 
somewhat through the criticisms of educational experts. 
On the one hand the writer has known scientists seriously 
assert that all the knowledge of it that need be taught 
in schools can be acquired by undertaking a course of 
measurements in a Physical Laboratory! Another school 
of pedagogists maintain that the subject should not be 
taught in school at all, because each business has ‘‘ its own 
system.” Happily the Board of Education’s regulations 
are not influenced by such ill-advised criticisms, and 
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Bookkeeping may form part of the curriculum of either 
Central—the successors of the old Higher Grade—or 
Secondary Schools. 5 

Two important facts may be cited in proof of the need 
for sound instruction in Bookkeeping. The first is that 
in the Metropolitan area alone approximately 25,000 
students—usually from 15 to 21 years of age and mainly 
engaged in commercial pursuits— enrol themselves in 
Evening classes for tuition in this subject. The second 
is that the annual returns of the Registrar in Bankruptcy 
show, with almost wearisome iteration, that the majority 
of bankrupts either keep no books or keep them in an 
unscientific, incomplete, and shpshod manner. 

This book has long been a favourite with candidates 
for public examinations, and their wants have not been 
overlooked in this revision. The student will find on 
pp. 188-191 a list of the chief examining bodies, and 
directions as to the sections of this work which cover 
their various requirements. 

It is a pleasure to express my obligations to those to 
whom I am indebted for help. In the first place I must 
include the works of other writers, particularly those of 
Professor Dicksee, Messrs. Nixon, Thornton, Levie, and 
Clare, but chief of all to the masterly advanced treatise 
of my friend Mr. L. C. Cropper, F.C.A., Examiner for 
the Royal Society of Arts and Senior Examiner to the 
London Chamber of Commerce. During the last twelve 
years, too, I have had the privilege of inspecting hundreds 
of evening classes, aud one learns much from both the 
teachers and students with whom one comes into contact: 
in particular Mr. D. L. Evans, Instructor in Accountancy 
at the L.C.C. Barnsbury Park Commercial Centre, kindly 
helped iaterially in the revision of Lessons I. to X. 
Finally, most of all I am under obligation—particularly 
in regard to Lesson XV.—to one of my former pupils, 
Mr. ae J. Dawson, Chartered Accountant, Savile Street, 
Hull. 


Jan. 1st, 1912. T. C. JACKSON. 
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PRACTICAL LESSONS IN BOOKKEEPING, 


PART I. 


LESSON I. 


BOOKKEEPING — DEFINITION — OBJECTS— DOUBLE 
ENTRY SYSTEM. BALANCE SHEET. 


Booxxrrpine may be defined as the art of recording 
exchanges of money or money’s worth in such a manner as 
to obtain accurate, useful, and lucid information concern- 
ing them. 

A proper system of bookkeeping must be based upon 
scientific principles. It must give us reliable information 
as to— 

(1) what we possess (that is our Assets), including debts 
owing to us, and what are our obligations (or Liabilities), 
including debts owing by us; 

(2) the incoming and outgoing of all money and money’s 
worth ; 

(3) the profits and losses, with full particulars of how 
they have been made. 

These are the chief objects of bookkeeping, but as the 
information must be reliable it is essential that the system 
should afford tests by which the accuracy of the record 
may be proved. The system of bookkeeping which meets 
all these requirements, in fact all requirements, is that 
known as “ Double Entry ” (D.E.), and it will be to the 
thorough mastery of the principles of this system that the 
efforts of the student will be directed. 

The other method, known as ‘‘Single Entry” (S.E.), is unsatis- 
factory. It is not based upon scientific principles; it does not 
furnish complete information on the points mentioned as the chief 
objects of bookkeeping ; and such information as it does give is 
unreliable, as there is no proof of the accuracy of the record. 


The names Double Entry and Single Entry are misleading. The 
student will learn that in Double Entry the twofold effect of every 
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transaction is recorded, but that this does not necessarily result in 
the making of two entries in the books for each transaction. Nor 
can it be said that there is only one,entry in Single Entry, as by 
that method it is the practice to record the twofold effect of some of 
the transactions. 


Some people object to the attempts to teach bookkeep- 
ing to young scholars on the ground that every trade has 
its own “system.” This criticism is both hypercritical 
and wide of the mark, for, whatever business the youth 
may ultimately adopt, he will find that the principles of 
bookkeeping are uniform and universal. Moreover, the 
early study of the principles and the theory of the science 
will make the tyro better fitted to adapt his knowledge to 
the peculiar circumstances of any trade. 

It is a very common practice with text-book writers to 
commence their treatises with a long list of so-called 
necessary books—viz. Waste Book, Day Book, Invoice 
Book, Bill Book, Journal, Ledger, etc. We consider this 
a mistake. The only book that is really essential is the 
Ledger; it alone is concerned with the main principles. 
Hence in our early lessons we shall, after briefly dealing 
with the Balance Sheet (which has been aptly termed the 
Alpha and Omega of bookkeeping), limit our work to 
explaining the features of various types of accounts that 
appear in the Ledger and the important task of proving 
the accuracy of the record. 


BALANCE SHEET. 


The Balance Sheet is a schedule of Assets and Liabilities 
(including the lability of the business to the proprietor, 
or, Im some cases, vice versa). It is divided into two 
halves or sides. The Assets, being items in favour of the 
business or to its credit, appear on the right-hand side, 
and the Liabilities—items against the business or to its 
debit—on the left-hand side. 

The Liabilities side of my Balance Sheet shows my 
obligations. It is a list, detailed or concise, of my debts. 
These debts—i.e. the sums of money I owe other people— 
are called my “ Debts payable.” 

The “ Assets” side of my Balance Sheet is an account of 
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my possessions. These possessions may consist of cash in 
hand, cash at bank, the goods in my warehouse, my 
machinery, plant, and buildings, and the debts that other 
people owe me. These sums of money which are due to 
me from my Debtors are my “Debts receivable.” 

The Balance Sheet, then, may be represented thus :— 


Liabilities, BALANCE SHEET, Jan. Ist, 19... Assets. 
(1) Debts Payable (1) Cash in Hand 
(2) Cash at Bank 
(3) Goods 


(4) Buildings, Plant, 
and Machinery 


(5) Debts Receivable 


It will be obvious to the student that— 

(1) The Assets may exceed in amount the Liabilities. 
In this case the Balance Sheet clearly demonstrates two 
facts—viz., that I am Solvent, and that I possess Capital ; 
my Capital being the excess of my Assets over my Liabilities. 
This amount will be placed on the Liabilities side of my 
Balance Sheet, because it is one of my obligations—viz., it 
is the amount I owe myself. 

(2) Unfortunately the Liabilities sometimes exceed the 
Assets. If this be the case with my accounts I am In- 
solvent, and the excess of my Liabilities over my Assets 
will be the “Deficiency” which must be placed on the 
Assets side of my Balance Sheet. 

(3) My Liabilities and my Assets may be exactly equal, 
in which case I am just Solvent, but I possess no Capital. 


EXAMPLE OF A BALANCE SHEET. 


Mr. Tyke’s statement on January Ist was:—He owed 
Mr, F. 8. Jackson £12, Lord Hawke £10, Mr. Brown £8, 
Mr. Tunnicliffe, £5. Mr. Peel owed him £6, and Mr. 
Peate £14. His Goods were worth £50, his Cash amounted 
to £18, the balance in his favour at his Bank was £65. 
From this statement Mr. Tyke’s Balance Sheet would be 
made out as follows :— 
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Liabilities. BALANCE SHEET, January Ist, 19... Assets. 


£ s. d. * £ 3s ad. 
Jackson Pe 2 ONO n Oachar ae oe LOO 
Lord Hawke... pu pe ORO MOM lebanese, oe 2 Gor OnR® 
Brown Bs csee et: ) wOsslie GOOdSrs A on rOOM Or O 
Tunnicliffe = 1000) Os Peels. at eer 0, Oo 0): 
Capital eee wo LLSO® Oe Reatorn. ae wy La") 0 
£1538 0 0 £153 0 O 
oe 

ConDENSED [orm oF THE ABOVE. 
Tiabilities. BALANCE SHEET, JANUARY 187, 19... Assets. 
£ 8, d. £aeod. 
Debts Payable ae oe (0) |) Gain a5. site ESOL OMEO) 
Capital wi oe LTB OO oho Gotta, .¥)  rnseutpeue’ Or 40m 
est ae Debts Receivable ... 20 0 O 
£153 0 0 £153 0 0 

EXERCISE 1 


On July 3lst,19.., my books showed the following financial 
position :— 


£ Siam ae 
Cash in hand ae ae aa Sor 21 16 | 3 
Cash at Bank nE6 600 Sas sont |i alae LO 0 
lowed W. Key ... Bf 85 coal]. Sis 0| 0 
F. Franklin owed me ... ane a0 Tone) AE || ok) 
J. Harris owed me be eh se 8 ay |e 
A. Green was my debtor ee mee 17 (|) 
R. Short was my creditor a Fi 76 5s |) 
My Stock was worth ... 500 tc ine icin Was) Nt 
My Trade Fixtures were valued at ...|| 42 | 111] 0 
My Freehold Premises at Bo ws |] 475 0} 0 
Sundry Debts due to me an re 18 6. | <9 
Sundry Liabilities oe a Ae 24 | 16] 9 


Make out my Balance Sheet, and answer the following questions :— 
1, Am I solvent or insolvent? 2, What is the total amount of my 


assets? 8. What is the total amount of my liabilities? 4, What 
am I worth? 5, What is my capital? 
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EXERCISE 2. 


The following is a statement of the affairs of Mr. Spendfast on 
July Ist, 19... You are requested to make out his Balance Sheet. 


; AS Belae 
Cash in hand divs we aan ae 31 i 83 
Bank Account Overdrawn See spo. ii, LOS 6 
Spendfast owes his Landlord ... coe aD 0} 0 
The amount of his unpaid Ratesis ... 8 | 10] 0 
He has neglected the following 

Debts :— 
Bamber sale naa a SpA 17 Ie 
Potter a es ae, nfo ate! Bi, 
Jarvis aoe = a, oe 24 16 | 0 
Wood see aan me os tlie Ll 10 | 0 
Wolf ... wae SOC ss aie 16 | 16] 0 
Palmer owes him ce aes ~~ 1 3 6 
His Furniture is valued at aC ve | 47 10 | 0 
And his Pony and Trapat _... ee eno 0/0 


Note.—In the above exercise the student will find that Mr. Spendfast 
had no capital, but was insolvent, The amount of the insolvency 
may be entered as ‘“‘ Net Deficiency.” It will fall on the Assets side 
of the Balance Sheet. 


BANK ACCOUNT OVERDRAWN, 


On a little reflection it will be perfectly clear that not only may 
the Bank owe me money, but that I may owe the Bank—v.e., the 
Bank has paid for me money in excess of the amount I had deposited, 
In such a case “Bank Overdrawn” will be one of my Liabilities, 
just as my other debts are ranked amongst my Liabilities. 

This is one of the modes in which Banks lend money—viz., by 
allowing favoured customers to draw cheques upon them to a greater 
amount than these customers have previously deposited, The 
customers’ accounts are then said to be “overdrawn,” and the 
amounts of their indebtedness are styled their ‘“ overdrafts.” 

The student should note that “Cash in Hand” cannot (like my 
bank account) fall on the Liabilities side of my Balance Sheet. I 
may possess no Cash at all, in which case neither side of the Balance 
Sheet is affected ; but if I do possess any ‘Cash in Hand,” it will 
certainly be an Asset. 
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EXERCISE 3 
Make ont a Balance Sheet from the following data — 


T have Cash... =o = Pe = — 
techies 3. .. 455% Soe eee 
Other Plant snd Fixtures <a ee se 
My Freehold Warehome cus, kt. 
Bank Account Overdrawn aN & o 
The Birkbeck Building Society advanced me on 

Moritgege of my Warehouse ave oa | 
The following are my Debtors -— | 

Le ee ee 

GC HielesS me ae 4 
My Creditors are : 


© cokheoBeo”% 
© cotaooc® 


a 


uw 


—~ = 


poo 
1 tw bo © 


oll ed 
eo uw 


i] 


Wages due ... ame = a = Ge) 
Interest due to Beilding Society —e od 


Interest and Commission dee te Bank ix ae 
Rates and Tares due a He bes Sac 


aaoaonanna s 


Nete—Mortgage: Banks, Beildime Societies and other lendexs 


transactions may be matually beneficial: for the kam gives me the 


or dishonesty by hokdine the lecal tile of my estaie im the 
I Ge borrower) am calkd the “ mortgagor,” and the lender is the 
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LEDGER, 


Tue Ledger is the principal book of account, and any 
other books of account which it may be necessary to keep 
are merely auxiliary to it. It consists entirely of accounts, 
which contain in convenient form a classified record not 
only of the separate assets and liabilities, such as we have 
seen in the Balance Sheet, but of all the transactions and 
the results of them. 

A Ledger Account (/e.) is for convenience divided into 
two sides, items against the account (i.e. to its debit) being 
entered on the left-hand side called debtor or debit side, 
and items in favour of the account or to its credit on the 
right-hand side called creditor or credit side. If value 
goes In to an account, the account will be debtor for it or 
debited ; if value goes Out of an account, the account will 
be creditor for it or credited. The value may be in the 
form of cash, goods or other material things, of debts 
receivable or payable, or of services. 

We shall now proceed to apply these principles to the 
different kinds of ledger accounts—Real, Personal, and 
Nominal (Real and Nominal Accounts are sometimes re- 
ferred to as Impersonal)—taking first Real or Property 
Accounts in which are recorded transactions so far as they 
relate to material things such as Cash in hand, Cash at 
Bank, Goods, Bills, Fixtures, Plant, etc. 

For Real Accounts the following will be found a golden 
rule :— 

Debit the a/c. with what comes In: 


Credit it for what goes Out. 


The simplest and best example of Real Account is the 
Cash Account, the use of which may be illustrated by 


means of a few easy transactions. 
7 
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Let us take the following ten statements :— 


£8. d. 

April1,19.. | I have in my Cash Box 2 6 6 
7 wore a Mr. Jones paid the... i © 
me 0-4; I bought a Pair of Boots LOG 
Re ma re Bought a New Hat ... 3 9 
ifr Sie, Received from Mr. Rank on OF 0 
a Olas Paid Rent... a 20m 
ale 55 Paid Insurance 4 0 
Seon es Paid Rates... a 10 6 
oe) eee Sold Cycle for Cash ... tenn O 
lO Bought a New Suit ... Sy Bi 0) 


Our ledger is ruled as indicated on p. 9. We place the 
word ‘Cash”’ prominently over the middle of the account, 
and the words Dr. on the left and Cr. on the right. The 
word Dr. is an abbreviation for Debtor or Indebted; thus 
Cash (or whatever other name may be at the head of the 
account) is indebted to each of the persons or things or 
services mentioned on the left side of the account. Simi- 
larly Cr. is a contraction of Creditor or Credited; hence 
the Cash will be credited by each of the persons or things 
or services mentioned on the right side of the account. 


Next we continue as follows:—(1) We place the date 
and “Cash in Hand” on the Dr. side of our account. 
Some one may say that we are departing from our rule, as 
the “Cash” was already In, and therefore has not now 
come in. But it is obvious that the “ Cash in hand” must 
have come into our till-box at some time or other, there- 
fore we are justified in debiting the “Cash in hand.” 

(2) We must place all cash that comes In on the Debtor 
side. Be careful that nothing else but cash is entered on 
the Debtor side of the Cash Account. Of course we must 
write the date accurately in its own column, and also 
employ some word or words to indicate the source whence 
we received the money—e.g., if Mr. Jones paid me 7s. 6d., 
I shall write on the Debtor side of Cash Account the words, 
“To Jones,” followed by the Amount in its own column. 

(3) Place on the Creditor side all money that goes Out, 
writing the date, name of the person who receives the cash, 
or some name to indicate for what purpose the money has 
been paid, and finally the amount. 


THE LEDGER. REAL ACCOUNTS—CASH, 9 


EXAMPLE, 

Dr. CASH, Cr 
19%. £ s, dj) 19.. Eos d. 
April 1} To Cash in April 5| By Boots ... LOY 6 
hand a2) 866 9 Ie Lat Ese 3 9 
3] ,, Jones <6 ay eo ee Renta] OOo 
8| ,, Rank De O10 2s, insurance 4 0 

20} ,, Cycle 1" anal) Se LDUles GhabeS a ere 10 6 
uae” tage mets |G. 7 Op 


How to Balance an Account. 


The student should pay great attention to this subject, 
otherwise he may make errors. 

The following remarks apply not only to the Cash 
Account, but to all Real Accounts (except Goods Account), 
and to all Personal Accounts. We shall show how to 
balance the Goods Account and Nominal Accounts later on. 

(1) Take a piece of paper and find the difference between 
the two sides of the account. We apply the name 
“ Balance” to this difference. In the case of our Cash 
Account, it should of course correspond with the actual 
amount in our till: if it does not some error has been made, 

(2) Possibly the Debtor side and Creditor side may be 
exactly equal. In such a case there will be no balance, and 
we shall at once rule off. 

(3) If there be a balance we enter it on the lighter side 
of our account; then add up both sides independently, and 
the results should be the same. 

The student must not assume that the two sides will be 
the same—i.e., he must not be content with adding up one 
side, 

Innumerable mistakes are made by shirking this part of 
the task. 

(4) Rule off with a double line, and bring down the 
Balance to the Opposite Side beneath the double line. It 
is usual to date the balance when brought down the first day 
of the ensuing week, month or year. It will be the first 
entry for the next period. 
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The student should notice that in the Cash Account the 
Balance before being brought down can fall on the Creditor 
side only, as we could never pay»more-Cash out than we 
had in. A 

It is usual to describe a Balance as a “ Debit Balance” 
or as a “Credit Balance.” If it is the result of the total 
amount of the entries on the Debtor or Debit side being in 
excess of that of the Creditor or Credit side, it is a Debit 
Balance; if the total of the Creditor or Credit side is the 
heavier, it is a Credit Balance. It will be seen that a 
Balance first entered on the Credit side of the account 
and finally brought down to the Debit side is called a 
“ Debit Balance.” 

Many bookkeepers write the balance to be carried down 
and the balance brought down in red ink. For young 
students it is well to do so, especially in the case of the 
Balance brought down, as the “ Debit” Balances brought 
down in the Ledger are the Assets of the Final Balance 
Sheet, the “Credit” Balances the Liabilities. Con- 
sequently if some distinct kind of ink be reserved for the 
Balances, the student will be able to compile his Final 
Balance Sheet more readily and with less chance of mistake. 


Previous ExAmpLe BALANCED. 


Dr. CASH. Cr. 
T9135 go, aCAl| pe OBS BEE Os (ihe 
April 1 |To Balance...| 2 6 6j| April 5|/By Boots ... 10 6 
5 Bell pul ONGE So: a 6 sp eels wiblabe ebeee 3 9 
ROS es Ranken (eer Ole 0) ay) alas Me DUPSees |) mers 
aU alee CY ClLOlmme ss go », 12} ,, Insurance 4 0 
= ay » 15|j, Rates! ... 10 6 
i TEL NSU, gdh BBY) 
"| » 30],, Balance 8 2 8 
£14 14 0 £14 14 0 
{ ! { 
May 1 |To Balance ~~ £8 2 3} 
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Continued Cash Account. 


We now take our old example and convert it into a con- 
tinued account by adding the following transactions for 
May :— 


8. a. 
May 3. Mr. Townend paid me ... a0 ee LOEONeO 
» 4. I deposit in the Bank ... 8 0 0 
» 10. My client pays me a Fee of i he 
», 13. My Income Tax is paid this day i, Ge 3 
» 16. Rent paid ae ae ie er Oe 
Fe oan GaseBiliioatd sae. se ay; Aes 5-0 
» 25. Received from Mr. Pearson por we BY 
» 30. Drew from Bank O08 508 aoe 2 OO 
Dr. CASH. Cy, 
TON. Lote CAP wer ees mae 
April 1 | To Cash in April 5 | By Boots ... 10 6 
hand ... 22-6 +6 eel |e EL Aby eee a 
»  98|To Jones... fe 6i|\ea D)\N weentee |= 32 708.0 
B'S) 2 Rank|... be.02 0 ,, 12] ,, Insurance 4 0 
20) ",5 Cycle.-. 7 0 0 7) Lone Ratess ei 10 6 
|= oes OUlberee |e. toa 3: HO) 
oe , 30] , Balance | 8 2 3 
£14 14 0 £14 14 0 
May 1/|To Balance 8 2 3/]| May 4 | By Bank 8.0 0 
» 8|,,Townend}] 10 0 O|| ,, 18],,Incometax} 1 6 8 
» 10|,,Client...| 5 5 O} ,, 16],, Rent 200 
» 25] ,, Pearson S58 OF elo ley Gas 4 15 0 
PeoO ig, banks... 2 0 O|| 5, 381],, Balance...) 16 8 7 
£28 10 3 £28 10 3 
Junel|T'o Balance|£16 8 7 | | | 
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EXERCISE 4, 
~~» 


Make out and close Cash Account from these data :— 


Balance 

Paid Beale 

Received from Salter 
Paid into Bank ... 
Sold Goods for Cash 


Bought Goods of Fox for Cash 


Paid Wages 

Paid for Coal 

Paid for Stationery 

Cash Sales 

Cash Purchases ... 

Drew from Bank... 

Baker paid me 

J. Fox paid me ... 

C. Davis paid me 

Paid for Freight... 
Household Expenses ... 
Trade Charges paid 

Paid M. Smith on account 
J, Tasker paid me 

Paid Water Rate 
Received from G. Tiley... 
G. Brook paid me 

W. Semple paid me 

Paid Trade Expenses 
Paid Landlord 

Paid into Bank ... 


13 


SoS et VEO ee 1S) FC OS 


THE LEDGER. REAL ACCOUNTS—CASH. 13 


EXERCISE 5. 


Make out Mr. Milman’s Cash Account. 


£ fp |) Ce 
May 1 | Balance ons Doe ee ab6 100 0.4 0 
3 —2 || Paid Gibbon ... ers 50: Be 14 | 10] 0 
» 9 | Received from Hallam ie ah 16 0] 0 
» © | Paid his Bookseller ... ac Af fe LO 1 O 
» | Gave Subscription to the Mansion 
House Fund don } : Cae 
» 8 | Freeman paid Milman stl Th Up Tae fe) 
» 12 | Gardiner’s Cheque cashed at oar LO aL Os nO 
, 18 | Paid Household Expenses .., 5 LO mons: 
3  20n | Paid Wages: .-. 6 cere 668 3 6] 8 
» 23 | Paid his Surgeon’s Account AS | lee ye 
» 25 | Received from Stubbs 4/14] 6 
oe Ss Paid May on aes eer Sallelsr |G 
» 29 | Paid Landlord eas 15 0]; 0 
» 81 | On adding up his Cash this Prat 81 ol 
Milman found in his till {j 


Note.—It frequently happens that the amount of Cash in the till 
does not agree with the amount indicated by the Cash Account. 
Our Ledger may show that we ought to have more money in the till 
than is actually found there. In such a case our balance must be 
made to agree with the amount in the till, and the difference entered 
as ‘Cash Short” on the Or. side of the Account. If our cash in 
hand is more than our books would seem to warrant, the excess 
should be calculated as ‘‘ Gash Over” on the Dr. side of the Account. 


The student should answer the following question :— 
Point out several causes that might produce a discrepancy between 


the Cash Account and the actual amount in the till? 
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EXERCISE 6 


Make out a continued Cash Account from the following data. 
Balance at the end of each month, 


19% ESN) fh) ce 
April 1 | Balance ... Ane aes Aor a 101} 2] 38 
)  lebakd We Ward on. soe a4 ds ithe" Sell ac 
aa > Ho. Skinner’. on wee an U2 eS aed: 
LZ , D. Walker™::. aa dis ar 5 if 5 
lel Peo eal A a ere eee eee ee 
,, 20 | Received from T. Wallis sar oh 5| 4] 6 
,, 21 | Paid for Groceries sae wa Sl Zp ae), Gy) 
,, 22 | Drew from Bank as 8G Fale SEO AP Oil 0) 
,, 28 | Paid for Clothing SE Cn tae mama PaO) hn @ 
Sey ee Coals ; el 5a 
a » 9 Boots bay 6 6 
May 2 ele INCIOD srs ois ae oa 6 | 13 4 
Pa As » H. Jones Gy) al 8 
ss s W. Thornton é ae eeaall 8 11 SiG) 
» 5 | Received from A. Pike ... Sec ae | el Onband 0 
a * » W. Baker svi a6h 15 | O} O 
” 9 os eels Chariton os eo. 253) 70) eo 
,, 14 | Made the following payments :— 
segs Shaw ; awa ae seeallt Sal Outs 
pins Webb... eee 3S sts oe Ae ull 
ary Hearn Bs Gl al O 
,, 21 | Paid Household Expenses are By OR| ae 
» 30 , for Trade oS se ue LON OF mae 
ins, » 59 Rent ase she a . 0 0 
yerdtgs » 3, Medical Attendance ... rr 2 J 2aaO 


LESSON TIL. 
BANK ACCOUNT. 


Tue Bank Account is kept in the same manner in my 
Ledger as the Cash Account, viz. Debit the Bank Account 
for all money paid In, and Credit it for all money taken or 
paid Out of the Bank. 

Whenever a merchant or private person has constantly 
to pay out considerable amounts of money, he will (if he 
be prudent) open an account at a good bank. Consider- 
able advantages result from having a Banking Account, 
among which may be mentioned— 


(1) Monetary receipts may be paid into the bank and 
payments may be made cheaply and expeditiously by 
means of orders on the bank called Cheques—thus the 
trouble of storing and counting money and the risk of 
loss are avoided, and the payments may be proved if 
simple precautions be taken. 


(2) The bank will collect and pay cheques, etc., and 
perform various services for its customer. 


(3) If the person’s balance at the bank on Drawing or 
Current Account, on which interest may not be allowed, 
is more than sufficient for his ordinary requirements he 
may arrange to transfer any portion to a Deposit Account, 
on which he will be allowed interest, but on which he must 
usually give notice before withdrawal. 


(4) If he is short of money he can usually obtain a loan 
or overdraft at a reasonable rate of interest on giving 
security. 


(5) He may refer anybody to his bank as to his own 


financial soundness and stability. 
re 
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(6) He may obtain information through his bank as to 
the reliability of persons or firms with whom he proposes 
to do business. s 


(7) He may deposit his deeds and valuables of small 
bulk with his bank for safe custody. 


In order to open a Current or Drawing Account with 
the bank, it is necessary to obtain an introduction or to 
furnish references. If these are satisfactory, the bank 
will issue three books to the customer— 


(a) Paying-in Book, containing slips and counterfoils 
for entering therein cash, bank-notes, and cheques paid 
into bank. 


(b) Cheque Book, containing a series of detachable forms 
and counterfoils (see the specimen on page 18). The 
cheques are numbered consecutively, and the counterfoils, 
which are retained by the customer for reference, bear 
each the same printed number as the cheque of the issue 
of which it forms a record. 


(c) Pass Book, which will contain a copy of the cus- 
tomer’s account from the banker’s ledger. 


CHEQUES. 


A CHEQUE is an order on a Banker to pay on demand 
a specified sum to or to the order of a specified person or 
to bearer. 

By the agency of these instruments we order our banker 
to pay ON DEMAND a specified sum to or TO THE ORDER of 
the party whose name we have written on the face of the 
cheque. The banker will obey our request provided that 
the cheque is in order and that we have sufficient funds 
deposited with him or are not exceeding a stipulated over- 
draft, and also provided that he is satisfied that the 
signature at the foot of the cheque is not forged but our 
genuine one. 

If the cheque is not in order the banker will on its pre- 
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sentation return it unpaid, stating some reason, such as 
= Undated,” “ Words and figures differ,” or “ Endorsement 
uregular” noted on it, or if unpaid owing to state of the 
Banking Account (i.e. Dishonoured) with some such re- 
mark as “R/D.” (“Refer to Drawer’’) or “N/S.” (“Not 
Sufficient”’), or it may be “ Effects not cleared,” which 
signifies that the drawer has paid cheques, etc., into the 
Bank by which balance would be sufficient, but that they 
have not been cleared (i.e. collected) by the Banker and 
credited to the customer’s account. 

The parties to a cheque are the Drawer (the person who 
makes the order by drawing, %.e. signing the filled-in form 
of cheque), the Drawee (the banker upon whom the cheque 
is drawn), and the Payee (the person whose name appears 
in the body of the cheque as the one to whom it is pay- 
able). In the specimen cheque shown William Smith is 
the Drawer, Messrs. Foster & Co. the Drawees, and John 
Jones the Payee. 

The cheque is in the form ‘‘ Pay-————— or Order,” but 
cheques may also be in the form “ Pay————— or 
Bearer”; in the former case the paying banker will 
require the signature of the payee to be made on the 
cheque before it is paid. Such signature is usually made 
on the back of the cheque and is known as an endorse- 
ment. An “Order” cheque must be endorsed (7.e. signed) 
by the payee before it will be paid; a cheque payable 
to “ Bearer’ does not require payee’s endorsement before 
it will be paid by the banker on whom it is drawn. 
(Further remarks on “ Blank,” “Special,” and “ Restric- 
tive” Endorsements will be found on p. 118.) 

The object of requiring endorsement to a cheque is to 
show that the cheque has passed through the payee’s hands 
and to fix on him liability for the value of the cheque to 
subsequent holders. It should be mentioned, however, 
that a banker is protected against payment in good faith 
of a cheque bearing a forged endorsement, if the endorse- 
ment purports to be in order. For this reason it is neces- 
sary that the drawer or other parties to a cheque should 
take additional precautions to secure payment of it to the 
proper person. 

niga 2 


7 


eWITed F 3IVOSWIQ‘1109S34d ~SUNTIY NOTNO 


SN 


' {> 
JULS AINGIS/S*S¥INNVE 


a fe 


‘ . ~~ “se in a \\\ 
NE Teh To Ton o-3+5) sf ee, ~ Ay 


“S9G1¥ EWS ‘LE 


DVE8S6I of 


i 
i] 
{ i 
i 
t 
i 


MMOL GI. 


220 O46 4146, 


WOO COOLNE 000 66.0 06 OL ODL OL UOL 


“ 


~ bv68S Oy 


ucuake)ce:t@) 


00d FAAOAHO V WOU AVUYT HO AdOO 


"TIOMUAINOOD 


BANK ACCOUNT. 19 


In sending cheques through the post it is well to cross 
them—+.e., to draw a couple of parallel lines across—e.g. : 


The first instance is a general 
crossing, the second a special. 
The object of crossing a cheque 
is to prevent it being paid other- 
wise than through a banker— 
eg., if I give A my crossed 
cheque, my banker will refuse 
to pay A in person, and will pay 
him only if the cheque be passed 
through a banking account. 
Generally, of course, this other 
banking account will be at A’s 
own banker’s, Before A’s banker 
handed the cheque on to my 
banker for payment, the name 
of A’s banker would be inserted 
between the parallel lines. 


(i) 


If before parting with the cheque I have specially 
crossed it, my banker would pay it only through the bank 
mentioned in the crossing. 


As a further safeguard, the words “ Not negotiable” are 
sometimes added to a crossed cheque. These words reduce 
the cheque to the same legal position as ordinary personal 
property ; ¢.g., suppose I buy a watch from a stranger who 
has stolen it, I am not aware of the theft, and, in fact, 
give a reasonable price for the watch. I have, however, 
no legal title to it, and the real owner can claim it from 
me. This is exactly the position of a cheque marked “ Not 
Negotiable.” The person who receives it has no more right 
to it than the person from whom he received it. Hence, 
if I received it from one who stole it, the real owner can 
compel me to restore it; whereas, if a stolen bank-note, 
bill of exchange, or cheque without the words ‘“ Not 
Negotiable” were received by me, and I gave value for it, 
the original owner could not lawfully dispossess me of it, 
provided I was unaware of the theft. 
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EXAMPLE OF BANK ACCOUNT. 


give below a series of mixed Cash and Bank trans- 


We shall (1) make out tlte Bank Account, (2) then 
make out a Combined Cash and Bank Account. 


Mr. A. N. Hornby’s transactions for the month of June, 19.. 


TON £ s. | d. 

June 1] Cash in Hand 17 ONO 

» 4») | Cash at Bank 123 0}; 6 

» 938] Briggs paid him . 3 5 6| 6 

»  5| He paid Sugg by Oaeque™ ; 12 0| 0 

» 7| Baker paid Hornby’s Banker Cheque for Bb | £25) 6 

», 10| Gave Mold his Cheque .. 3 | 713710 

,, 12| Ward received Cash 2 Za 1G 

», 14] McLaren paid him 1 LOMO 

» 16| Hornby paid Lancashire Cricket: Club | 9 210 

Cheque : : ‘ 

» 18| Paid Smith 1 it eG 

» 20] Received from Tindall . A LOM EG 

» 24] Hallam sent Cheqne 2 |15) 0 

» 26] Ilornby sent Lillywhite & Co. Cheque! 12 0| 0 

» 28| Paid L. & Y. Railway Co. Abr Giallieels) 

,, 380] Received Cuttell’s Cheque 6 5 | 0 

5», | Paid Tyldesley aa LOT sO 

» 9 | Gave Radcliffe Cheque ... 2 | Wal 

» » | Paid into Bank 25 0; 0 

Dr. (i.c., Bank Received.) BANK. (Paid by Bank.) CR. 
19., £ |s.ld.]| 19.. £ |s.\d. 
June 1|ToBalance}| 123] 0] 0|/June 5] By Sugg .., 12| olo 
3 ¥ || 4, baker Bi T26s,  LOee Moldr..- 5 3] 3/0 
» 24] ,, Hallam 2115) O}| ,, 16) ,, Lancashire C.C. 2| 210 
» - 80] ,, Cuttell 7) 5/0] ,, 26] ,, Lillywhite 12] 0|90 
43 eee | each 25| O|0}| ,, 30] ,, Radcliffe 2|17|6 
Sse es tere Balance 131)10|0 
£163|12|6 £163 |12|6 
July 1)|To Balance|| £131/10| 0 
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BANK ACCOUNT. 


EXERCISE 7, 


Make out and balance my Bank Account from the following state- 


ments :-- 

19... 
Jan. 1 | Balance in my favour 

» 38 | Drew Cheque for Holidays 
ass mr A » Vincent 
Pe Bs a - Se eLOTD’ .. 
aes, x5 rash ces 
» *% | Paid into Bank ... nr 
» »» | Berry paid to credit of my account 
» 14 | Drew Cheques in favour of: 
a arts H. Hay 
Fy is J. Gray 
Fs easad W. Adams 
ona. A. Eve 
“as M. Mills 3 
» 17 | Drew Cash from Bank . 
» 19 | Paid in Varley’s Cheque 
sss »» 9 Steen’s Cheque... 
» 21 | Drew Cheque for Private Expenses 
» » | Gave H. Lowe my Cheque 
» 23 | Paid in R. Hoge’s Cheque 
», 81 | Drew Cheques in fayour of : 


M. Hollings ... 
W. Oliver 
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BANK ACCOUNT. 


EXERCISE 8. 


Make out Mr. Short’s Bank Account. 


28 


Balance in Short’s favour 
Paid in Cash a 
Paid in Culver’s Cheque 


Bought of Whitty goods, paying for 
same by Cheque 


Sold to Kelly goods for Oneage 
Drew Cheque for Self... 
Clark 
Rent 
Salt ... 
Kane 
Paid into Bank.. ‘ 
Paid in Lynn’s Gheine- 
5, White’s ,, 
ate) Coney’s ” 
Gave Cheque to Stone... 
a % », Spiller 
a ,, Barrett 
Paid in Housden’s Cheque 
» », Lhorne’s Cheque 
Drew Cheque for Trade Expenses 


” 


} 
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EXERCISE 7, 


Make out and balance my Bank Account from the following state- 
ments ; 


Balance in my favour 
Drew Cheque for Holidays 
5 ny » Vincent 
Fe c3 oy) ELOTEH ses 
a f nm GaSb se 
Paid into Bank ... 38 
Berry paid to credit of my account 
Drew Cheques in favour of: 
H. Hay 
J. Gray 
W. Adams 
A. Eve 
M. Mills ea 
Drew Cash from Bank ... 
Paid in Varley’s Cheque 
» 9 Steen’s Cheque... 
Drew Cheque for Private Expenses 
Gave H. Lowe my Cheque 
Paid in R. Hoge’s Cheque 
Drew Cheques in favour of : 
M. Hollings ... 
W. Oliver 


d. 
10 
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EXERCISE 8. 


Make out Mr. Short’s Bank Account. 


23 


Balance in Short’s favour 
Paid in Cash 
Paid in Culver’s Cheque 


Bought of Whitty goods, paying fog 


same by Cheque 

Sold to Kelly goods for Onsen 
Drew Cheque for Self... 
Clark 
Rent 
Salt... 

“5 3 a ane 
Paid into Bank... 
Paid in Lynn’s Cheque 
» White’s .,, 

» 9, Coney’s ,, 
Gave Cheque to Stone... 
» Spiller 

* ie , Barrett 
Paid in Housden’s Cheque 

» 9») Lhorne’s Cheque 
Drew Cheque for Trade Expenses 


” ” LP) 
” ” » 
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EXERGISE 9. 


Compile a Combined Cash and Bank Account from the following 
statements in Mr. Foy’s Waste Book, 


Cash in Hand 
Bank Overdrawn ... 
Paid into Bank 
Received Turton’s Cheque 
‘s Dawson’s ,, 
Sent Hennings 
Received from Andrews ... 
9 » Tatton 
Fraser paid Foy ... 
Paid into Bank as aa Bae 
Paid Wells Cash, £5/ and Cheque, £20 
Borrowed from Youngman 
Paid into Bank 
Paid Rent to Dannat 
Drew Cheques in favour of: 
Purvis... 
Bristow 
Watson 
Lent Downes 
Marks paid Foy 
Warner gave Foy Cheque for 
Drew from Bank ... 
Paid Wages 
Paid Trade Expenses 
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EXERCISE 10. 


25 


Compile a continued and combined Cash and Bank Account from 
the following items in Mr. Pitt’s Waste Book. 
each month, 


Cash in Hand 
Bank Overdrawn... 
Paid into Bank 
Received Walpole’s Gherue 
5 Chatham’s ,, 
Sent Erskine 
Received from Fox 
A » Burke 
aa » Canning .. 


Paid Liverpool Cash, £15, ane Chegue, 
E8818) ~ Soc 


Borrowed from Rasen as 
Paid Peel Cheque for 
Paid Melbourne ... 3 
Gave Gladstone Cheque tor 
Drew from Bank 
Lent Disraeli : 
Received Cheque from Binley: 
Paid Granville 

» salisbury 

» Rosebery 
into Bank 


Balance at end of 
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LESSON IV. 
GOODS OR MERCHANDISE ACCOUNT. 


Tus is a most important account and needs considerable 
care. 

In the first place the student must acquire an accurate 
conception of the meaning of the term ‘ Goods.” Suppose 
I am a Draper and have just bought a large stock of stuffs, 
Cottons and Prints: these are undoubtedly Goods—.e., 
they are articles I have bought for the purpose of selling. 
They will be included in my “Goods” account. I also 
possess a Horse, Cart, Counter, and Fixtures. Are not 
these included in my “Goods?” Not in Bookkeeping, as 
I did not buy them with the specific intention of selling 
them, and making a profit. They are instruments by the 
agency of which I hope to carry on my business, 

Having grasped the meaning we attach to the word 
“Goods,” we next notice that the Goods Account, being a 
Real or Property account will be opened and continued in 
accordance with our general rule—i.e., 


Debit goods that come In, and 
Credit goods that go Out. 


Now the goods that come In will generally be Goods 
that the trader has Bought, and Goods that have gone Out 
will usually be Goods that have been Sold, hence our rule 
may be stated in an altered form—vwiz., 

“Debit your Goods account with your Purchases, and 
Credit it with your Sales.” 

However, we must not forget the general rule, because 
it covers all cases. Some one might give us the Goods or 
we might find them. Even in these exceptional cases, 
Goods have come In; similarly, if we consume or give away 
our merchandise, Goods will have gone Out. 

26 


GOODS OR MERCHANDISE ACCOUNT. 27 


HOW TO BALANCE THE GOODS ACCOUNT. 


The student was informed in Lesson IT. that the method 
adopted for balancing the Cash and other Real Accounts 
would not apply to the Goods Account. It is because the 
price at which goods go out differs from that at which they 
come im and, as a consequence, the value of goods in hand 
is not the excess of the value in over that of goods oud. 
Before we can balance the Goods account we must take 
stock—.e. place a value upon the Goods we have in hand. 

Taking Stock.—This is an irksome task in real life, but 
it is one that the trader must not shirk. Further it is an 
act that will lead to misfortune if it is not honestly carried 
out—e.g., I may have 50 boxes of oranges on hand unsold. 
We will imagine that they cost £1 per box, and that my 
selling price is £1 5s. per box. How am I to estimate 
their value when taking stock? Shall I take their selling 
price and state their value at £62 10s. 0d. ? Most certainly 
not. If I did I should be reckoning the chickens before 
they were hatched. Indeed by such a method of pro- 
cedure, I should make a Profit (on paper), if I never sold 
any of my oranges. Again, I may be a Mantle Dealer and 
have on hand, say, 50 mantles that cost me £4 each. I 
may have charged £6 each for others that I sold in the 
past: but it would be an act savouring of madness or 
dishonesty if, in my stocktaking, I valued my mantles at 
£6 each. It might be very unwise to value them at £4 
each, because my mantles might be out of fashion, and their 
real value much less than £4 each. The trader will keep 
clear of such pitfalls, if he will rigorously adhere to the 
two following rules :— 

(a) In the case of Goods that find a ready market, and 
have not fallen in value since the time of purchase, 
value them at their cost price. 

(5) If, however, the goods have gone out of fashion and 
their present wholesale market price is less than 
their cost price, value them at their market price. 

Having obtained the value of our Stock in hand, and 
placed it on the Cr. side of our account, we add up. We 
shall find one of the following results :— 
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(a) The two sides of the Goods account may be exactly 
equal. In this case we have neither made a Profit, 
nor contracted a Loss, ~ 

(b) We hope that our Cr. side will be bigger than our 
Dr. side. We desire to sell the Goods that go Out 
for more money than we paid for them when they 
came /n. In such fortunate cases our Dr. side is 
the lighter, and the difference, which will of course 
be entered on the Dr. side, is our Gross Profit. We 
may use some such words as the following :— 

“To Gross Profit) 
carried to P. & L.” f 

(c) It may unfortunately happen, that our Cr. side, with 
the addition of the value of Stock in hand, is lighter 
than our Dr. side. We have contracted a Loss, 
which should be entered on the Cr. side of Goods 
Account as follows :— 

“ By Gross Loss 
carried to P. & ra; 

The student should observe that in the Goods Account 
when completed we have in a sense two balances :— 

(a) The Stock on hand which is always in balancing 
placed in the first instance on the Cr. side of the account, 
and after the account is balanced brought down to the 
Dr. side as the opening entry for the following-eccount. 

(b) The Profit or Loss. This is not carried down to the 
opposite side, but carried away to the opposite side of the 
Profit and Loss Account, into which all the Profits and 
Losses of the business are collected—i.e. Profit is carried to 
the Cr. side, and the Loss to the Dr. side, of Profit and Loss. 

We now add a few very useful illustrations of the Goods 
Account. 


ILLUSTRATION (a). 


Jan. 1. Bought Oranges ... sre LOOM OL O 
fhe; SPEEA ples amweee e 20 0 ¢ 
eS Se Giapesa aes re 15 0 0 
» 3. Sold Oranges #63 ae 130 0 0 
pis, eG eA pples 303 ee 35 0 0 
nm 6 ep bro OL ae 20.0 0 
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On January 3rd I found my Stock exhausted. The Goods Account 
in my Ledger will present the following appearance :—- 


Dr. (Goods Bought.) GOooDs. (Goods Sold.) Cr. 
£ |s.|d.l| | «lela 

Janu, 1 | To Oranges..]/ 150]0]0]| Jan. 3 | By Oranges.||130]0]0 
hell goo Ze cell, PAO ONG. yl) op DES) Bi ON 

99'| se -rrapes..ai!) 15,100 a | » Grapes ..|| 20/0/0 

£185 |0]0 | £]]185 0/0 


In this case there is no Stock on hand, no Profit, nor 
Loss. 


ILLUSTRATION (0). 
Feb: 1. Stockin Hand... ss ee) 


4 », Bought Goods on Credit... ees 50 
hee; 5 Pe toriCash as, a6 10 
A Pet ape BOdT CLOSS=™= soe sas 100 
vn oe i Sola Goods to French ... ano 40 
A i Pe » for Cash ane aan 60 
ns a; ‘5 Ont Credit. mice seis 120 
» 6. Took Stock, and found the value 
of my Goods tobe ... as 80 
Dr. (Purchases.) Goops. (Sales.) Cr. 
£ |s.| d. SS aaelere 
Feb. 1 | To Stock ...||140]/0]0/]} Feb. 4 | By French...)| 40/0/90 
” ” ” Credit ” » | oo» Cash 
Purchases || 50/0] 0 Sales...|| 60/01] 0 
” ” ” Cc a s h ” ” ” Credit 
Purchases || 10|0|0 Sales...|| 1120/0! 0 
pee alee CLOGS arse | LOO" 0110 Eons boc k im 
hand.,../| 80/0/0 
g|l300}0}0 £11300! 0/0 
» @|To Balance .|| 80}0/0 
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In the above instance we have come out clear, without 
Profit or Loss, but we still have Goods in hand to the value 


of £80. . 
ILLUSTRATION (ce). 
March 1. Stockin Hand ... Ace Ga coals ts) 
» 4. Bought Goods on Credit ae 165 
Pf = Key <9 4) MRLOLAC ASIN crac an 80 
ayes 53 >, irom Adams ~\.. 95 
;» 16. Cash Sales ace we a 40 
» 20. Credit Sales ae va sa 120 
» 24. Sold Goods to Hooper ... are 200 
» 26. Bought Goods from Ridley... 75 
» 31. Value of Stock ... AA we = 225 
Dr, (Bought.) Goons. (Sold.) Or. 
BS WERN : & |s, id. 
Mar. 1 | To Stock ...|!1385|0|0/| Mar.16| By Cash 
Purchases || 165 | 0] 0 LO on Credit 
o. Sime Cash Sales...||120|0|0 
Purchases |} 80|0]0 » 24] ., Hooper. .||200]0|0 
» L2\)*,, Adams...|| 95,0)0 » OL ,, stock 22510] 0 
» 26] ,, Ridley...|| 75|/0|0 


Be! 7 aLoss 
Profit car- 
ried to Pro- 
fitand Loss|} 35 {0} 0 


» 4|, Credit Sales...|} 4010] 0 
{ 


£]| 585 | 0] 0 £)| 585 | 010 
April 1 | To Balance || 225 |0|0 
Dr. (Losses.) PROFIT AND Loss. (Gains.) Cr. 
| ES |e al £& |s.|d. 


Mar. 31] By Gross 
Profit 
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ILLUSTRATION (d). 


April 1. Goodson Hand ... 08 pon ess 
» 4 Sold Goods to Singer eon SoU 80 
» 8. Bought Goods from Humber _... 120 
» 12. Sold Goods to Swift a8 me 140 
» 18. Cash Purchases ... wor Ee 100 
», 24. Credit Purchases ... oe a 200 
wees » Sales 86 Be oer 120 
» 28. Cash Sales ... ce ae ote 120 


»; 00. Valueof Stock  ... ee ie 40 


Dr. Goops. Cr. 


s.|d. £ |s.|d. 
April 1 | To Stock .. |} 116]0]0|] April 4 | By Singer... || 80|0]0 
» 8] ,, Humber || 120/0/0 sei yO Wil beeen 1 140410)}0 


St | Clash 3 268 5. Credit 
Purchases || 100} 0] 0 Sales... || 120}0] 0 
» 24] , Credit 2h le, wee aasula 
Purchases || 200 | 0} 0 Sales... || 120]0]0 
SO, Stocksy.0 || 403/030 
” ” ” G ro i) iS) 
Loss to 
Pr ofi t 
and Loss |] 36 |0/0 
£)| 536 | 0) 0 £)| 536 }0]0 
May 1]|To Balance |} 40/0}0 
Dr. (Losses.) PROFIT AND Loss. (Gains.) Cr. 
Sims a. | £ |s.Ja 
April 30 


To Gross 
| Loss ... 36] 0] 0 | 
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GOODS ACCOUNT WITH QUANTITY COLUMNS. 


Sometimes a merchant may deal in one or two articles 
only, and these may be of uniform value per unit. In 
such cases the task of Stocktaking can be practically 
eliminated by ruling an additional column in the Goods 
Accounts for quantities. This column will usually be the 
inner one, The trader will then 


1. Balance his quantity column to find the weight or 
number of his Goods unsold. 


2. Multiply this quantity by the cost price per unit: by 
this means he will arrive at the Value of his Goods 
on hand. 


This method is a great timesaver in businesses where it 
can be applied—e.g., many yarn merchants and timber 
merchants can tell the amount of their stock on hand by 
merely inspecting their books, without resorting to the 
arduous task of Stocktaking; but it is unsuited to the 
business of a General Dealer or any one who deals in a 
great variety of articles. 


We will apply the principles to an easy illustration :— 


Mr. Southall is a wholesale hatter. He deals in one 
variety only. The following are a week’s transactions :— 


Oct. 1 | Stock in Hand, 1000 doz., cost price ... || 24/- per doz. 
» 3| Cash Sales, 250 doz., at sets aaa oo Pele ae 
» 5 | Credit Sales, 125 Ae ab, ss ms tol [OP Sn 
», 6 | Sold Gillet 200 doz. for prompt Gast. Ce || 13) 
» | Sold Jackson 225 doz.,at  ... a Sesh OS) eas 


» »,| Purchased from Manubicitee 500 ay at... || 24/- 


! 
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SEVERAL GOODS ACCOUNTS. 


Heretofore we have beén content with one Goods 
Account. This will be sufficient for our purpose, if our 
object is to ascertain merely our Gross Profit. But our 
business may be divided into several different departments— 
e.g. a draper might wish to keep a “Print Account,” a 
“Cotton Account,” and a ‘“ Woollen Account.” The ad- 
vantage of splitting the Goods Account into several little 
Goods Accounts is that we then have an accurate knowledge 
of each separate department of our trade. A trader might 
divide his business into three different departments : two of 
these may be prospering and making big profits, but one 
losing heavily. Now, if one joint Goods Account he kept, 
it may show a small profit ; but if three goods accounts be 
kept, then the trader will be in a position to clearly detect 
which department is the cause of the small profit, and to 
shape his conduct accordingly. 

‘These minor Goods Accounts may be kept separately or 
in the same combined method, as we adopted on p. 21 of 
last lesson for the Cash and Bank Account. ach will be 
balanced independently and the respective profits or losses 
carried individually to the Profit and Loss Account. 


ACCOUNTS SUBSIDIARY TO GOODS ACCOUNT. 


In the illustrations we have so far taken we have 
assumed that the purchase price of the goods covered all 
expenses incidental thereto, and that all charges on goods 
sold have been borne by the customer. In actual business 
transactions such expenses and charges as the following 
are frequently met with and have to be taken into account 
when they form part of the real cost price of goods 
or are specially covered in the selling price—viz. Duty, 
Freight, Marine Insurance, Carriage, and, in the case of 
manufacturing businesses, Manufacturing Wages, Fuel and 
other agents of production. If we buy tea or wine in bond 
and subsequently pay duty thereon, the duty is undoubtedly 
a part of the cost of the goods. 

If we buy goods the price may be fixed according to 
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the terms of delivery; we may buy the goods at an extra 
price to include all charges and delivery to our door 
(franco), or it may only include delivery on board ship 
(free on board or f.o.b.) or to railway truck (free on rails 
or f.o.r.). If bought f.0.b or f.o.r. we should have to pay 
all subsequent charges, and if we buy, say, coals at 12s. 6d. 
per ton f.o.b. or f.o.r. and pay 7s. 6d. per ton for freight 
and marine insurance in one case or carriage in the other, 
it is the same as buying the coals for £1 per ton delivered. 
It is quite clear that the freight, marine insurance, carriage, 
etc., incurred in such cases form a part of the cost of the 
goods purchased and must be charged to the Goods Account. 
It is not essential that expenses for Duty, Freight, 
Marine Insurance, Carriage, Manufacturing Wages, etc., 
should be debited direct to the Goods Account as they are 
incurred. If a charge is of infrequent occurrence or is 
included in the invoice of the goods bought by us it may 
be debited to Goods Account direct; otherwise it is usual 
to open special accounts for the different kinds of expenses 
on the goods and at the end of the period transfer the 
total of the special account to a summary Goods Account 
or to a Trading or Manufacturmg Account. We shall 
reserve further comment on these points for Lesson VI. 


MATERIALS, STORES, ETC., CONSUMED. 


In many businesses Goods come in which are either not 
for sale in the same form or not for sale at all, as, for 
example, Raw Materials, Partly Manufactured Goods and 
Fuel in the case of a manufacturing business, Groceries, 
Meat, Provisions in the case of a Hotel, Ink and Paper in 
a Printing or Newspaper business, Hay, Straw, Corn where 
horses are kept. Such Goods Accounts will require special 
treatment. In all these cases we may have Stock on hand 
at the commencement and Purchases, but probably no 
Sales. At balancing, after Stock on hand at end has been 
entered, the Cr. side of the account will always be lighter 
than the Dr. side. What does the difference represent ? 

We know that in an ordinary Goods Account where 
goods come in and are sold without undergoing any change 
the deficiency of the Cr. side would represent loss, In the 
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accounts which we have been considering the goods are not 
for sale, or at any rate not for sale in the same form, and 
there is no trading profit or loss on the goods. The Cr. 
side is deficient because Goods have gone out without being 
recorded—these are the Goods consumed during the period 
—and the balance must be transferred to some form of 
summary Goods Account, Trading Account, or Manu- 
facturing Account, except in cases such as that of the Hay, 
Straw, Corn, where the commodity consumed has no direct 
connection with the goods ordinarily sold in the business. 
The Hay, Straw, Corn consumed would be in the nature of 
Cost of Horse Keep and therefore one of the expenses of 
the business transferable to Profit and Loss Account in the 
following manner :— 


Dr. Hay, Straw, Corn. Cr. 
Hooves £\8.\d. ' £\s. al 
July 1| To Stock... /20)0/0]| July 31; By Stock ... |/15]0/0 

» 15] ,, Cash Pur- /40)0/)0 ot oy lise eAmount: 

chases ... consumed 
to Profit 
and Loss |/45/0/0 
6010/0 60,00 
Aug. 1] To Balance ... ||15]0 0 ia ott 
\ 
Dr. (Losses. ) Prorit AND Loss. (Gains.) Cr. 
19. £ |s.|d. lé le. 1d. 


July 31|To Hay, Straw, 
Corn Account 
(amount con- 
sumed) ... 1/45] 0} 0 


As this lesson is somewhat lengthy and difficult we will 
briefly summarise the rules that should be followed in 
opening, continuing, and balancing the Goods Account :— 


1. Debit the Account for the amount of Goods you 
possess at starting—viz. “To Stock” or “To Balance,” 
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2. In whatever manner, or from whatever source you 
obtain Goods, debit the Account for all that come In. 
_ 3. You may sell, consume, lose, or give away your Goods: 
invariably Credit the account when Goods go Out. 

4. Take stock, and always enter the value on the Credit 
side, thus: “ By Stock in Hand” or “ By Goods in Hand.” 

5. Balance. (a) If the Balance falls on the Debit side 
it is Gross Profit, and must be carried away to the Credit 
side of Profit and Loss Account. (b) If the Balance falls 
on the Credit side it is Gross Loss, and must be carried 
away to the Debit side of Profit and Loss. 

6. Bring down to the opposite side the “ Stock in 
Hand”; it will be the first Debit entry for the next 
account and should read, “'T’o Balance.” 


EXERCISE 11. 


Make out my Goods Account from the following statements, 
Dalance and carry the Profit or Loss to Profit and Loss Account. 


Oke £ & | d. 
May 1 Goods in Stock ... Sac 288 468 0 (0) 
3 Bought Goods from Cookman ... 125 0 0 
wm 4 Sold Goods to Wilkins... sais a 10; | 0 
» 8 ie ta oe ote panne (5E 62 | 12] 6 
lO Wootton sold me Goods ... ac by || a9 0 
» 14 Male sent me Goods ai mn 81 | 16 6 
ame Sold Goods to Robey a0 BOS 56 | 12 9 
Aa is » 9» Godley an ee 49 | 17 3 
an OS 6 »  » Watts ey 500 34 g) 8 
a eA) Peck bought of me Goods ae 14 | 16 4 
Peal Sands sold me Goods es ae (EB BM @ 
Rol Cash Purchases... ea aes Zi Os 16 
ny Cash Sales ... aoe 508 Che 162 | 12 9 
Ay ath Sundry Credit Purchases ... ase tO Ap eg 9 
ate 3 » Sales ane ee: 8 |12] 0 
re ts Value of Stock .... mae ao8 461 | 17 | 6 
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EXERCISE 12. 


Make out and balance Goods Account from the following Waste 
Book. Add a quantity column. 


19+. Sal eeo ee 
July 1 | Hay in hand ... .. 500 tonsatperton]} 4] 0] O 
» 3 | Sold for Cash ... Se ries ety (es 4 heb to 
TEE EER Uni. acti Gc rere 4| 7| 6 
Feeble eeeburnetters: Sap AD 3) os a} 8) 0 
G6) eereelewise cers ve Le eens ze |) 0) || @ 
pats Ue os9. Re 0: ae eer Be i lee O 
we dounCash Barchasersal see.8 LOOWS, 989) | 5 4) sO5RO 
aa mise) Gee ee UG oy yo Ay G18 
wh lo Wboughtiol Price... Ur, oh. 4s 4) 2/6 
, 20|Sold Peck  ... xo UP ye eal (| © 
nl 220 BR Sands: <, Oar al y 4) 616 
9 2h SFO. PES Mee B30D Aer; Ae 4 8] 6 
» 26] ,, Benjamin 250.9) EME. Ae Sat 0 
pe oie tes aaxmern.c, eae neerty 7 hie 
A ee pee Hil iaw ce eT ae ey, ole | ks 
», 81 | Cash Purchases Soe LOOMS, ee, oe,» 410740 
at ad » Sales ee co (OO SF SS ey 4 6] 6 
» » | Sundry Credit Purchases, 55 ,, 4, 4, eee wea 
hee 5 a ALES. 3.2 MPA OM, Sateen, 4 26 
»» » | Reckon the value of Stock-in-hand ,, », 4; 0; 0 
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EXERCISE 13, 


The Silica Co., Ltd., deal in Artificial Manures. The sales of 
Nitrate of Soda and Superphosphate are more numerous than those 
of other Manures. You are required to make out the Goods 
Account in three columns, headed ‘Superphosphate,” “Nitrate of 
Soda,” and “General.” Balance the three columns. 


Jan, 1 Stock in hand :— 
500 cwts. Superphosphate at 3/- ... || 75 0} 0 

200 cwts. Nitrate at 9/- 4. seen OO Oni O 

Other Manures eee coe, «r= 10701 0 | 0 

sal ot Sold Gregory :— 


55 cwts. Superphosphate, at aaa 3 | 6 

25 cwts. Nitrate, at ... ae coe 10 | 6 

5 tons Kainit, at per cwt. ... se 3 | 6 

8 cwts. Muriate of Potash, at at 10 | 6 

15 cwts. Sulphate of Ammonia, at... 12 | 6 

5 tons Basic Slag, at per cwt. ees 3} 0 

15 cwts. Dissolved Bones, at aoe 5 | 6 

ae Sold for Cash, 3 tons Guano ... Bac RO Oe) 
»n 8 » » 60 cwts. Superphos- 

phate, at ma ius Boe see 3] 3 

Sold for Cash, 50 cwts. Nitrate, at ... 10} 0 

Bn 7 10 cwts. Dried Blood, at i3 | 0 

Le Sold Parker, 3 tons Superphosphate... 10} 10} 0 

a ale » Nitrate for Cash, 40 cwts., at ... 10] 0 

» 20 » for Cash, Sulpbate of Potash ... 26] Onin 0 

wy Ag » Priest, 1 ton Nitrate for... ese 10/10] 0 


29 Sold Gasson :— 
15 tons Basic Slag... ose pee eto ee OMY 0 
5 tons Superphosphate oes 50 17| 10} 0 

31 Stock in hand :— 
Superphosphate, at per cwt. 
Nitrate, at per cwt. ... oD ee 9 
Other Manures one eee Been onoie Oni O 


” 


iS) 
i) 
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EXERCISE 14, 


Make out my Cash, Bank, and Goods Account from the following 
statements :— 


| 


Die | te Solas 
May 1 | Cash in Hand ... aes nee ac 15 | 12] 6 
yy 93-| Oashsat Bank 7... see ine pee Wan Sah LONG, 
» 9, | Goodson Hand ... oan vas ae 86 | 12 | 6 
, 5 | Paid Thatcher ...  .. ee tl tLOn| 0 
» » | Gave Bryant my Cheque for AG ae 7a) ee KO 
» » | Sold Ransome, Goods ... 400 scunlll AE I © 
» 8] Beatty paid me ... ee vas Hee Ta oHes 
» » | Wilson gave me his Cheque for 56 25) 10) 0 
» » | Bought Goods from Kemp aee an Phe) || alias | 0) 

» 9» | Ransome returned part of the Goods 
purchased on 5th inst. eee Ue ey 

» 9 | Lreturned part of the Goods porchased 
on 8th inst. from Kemp ne VALOSIE O 

» 14 | On the night of the 13th a thief beet 
into my shop and took from the till.. Sa POR m0 
», 16 | Drew from Bank.. eas oo Be LOMO RO 
» 18 | Sold Buchanan, Goods uaa ond 28} 10] 0 

», 23 | Ransome gave me his Cheque for Goats 
purchased on 5th aes we a 20, es Onn 
» 25 | Paid Kemp by Cheque .., Be ae | ae) I 
» 30] Monthly Cash Sales... oe oe 50 | 10} 0 
» » | Monthly Cash Purchases Son 5a 45| 0] 0 
Ss miestock on hand... ate a mae Merl Or) 


LESSON V. 
PERSONAL ACCOUNTS. 


We class as Personal Accounts all accounts that show 
debts due to or from or transactions with individuals, 


firms, or corporations. 
A very concise rule is applicable to this class of accounts 


—v1zZ., 
Debit the Receiver. 
Credit the Giver. 
We will consider this rule a little more in detail. William 
Pitt is a person with whom I have business transactions, 
You will find his name thus expressed in my Ledger :— 


Dr. Wo. PITT. Cr. 


Salads £)s. | d. 


Now, in any transaction that I have with William Pitt, 
I must answer this question—viz., Did Pitt receive anything 
or service from me? If the answer is in the affirmative, 
Pitt’s account in my ledger must be debited. If, on the 
other hand, the result of the transaction is that Pitt gave 
me something or rendered me some service which will put 
me under a monetary obligation to him, his account must 
be credited. 

The student may ask, “ What can Pitt receive and what 
can he give?’ We answer this important question by the 


aid of a diagram :— 
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Dr. Cr. 


Receives, & therefore he owes me Pitt=-> Gives, & therefore I owe him 


a 


Is my debtor for, 

(a) Any balance that he may 
owe me at the beginning of the 
account. 

(b) Goods I sell him 

(c) Commission, Salary, 
Wages, ete., that I charge him 
for services rendered. 

(d) Money that I pay him. 

(e) Goods that I return to 
Pitt, because they were not of 
the quality for which we pre- 


\ Is my creditor for, 


(a) Any balance that I owe 
him at the beginning of the 
account. 

(6) Goods that he has sold 
me. 

(c) Commission, Salary, 
Wages, etc., charged to me by 
Pitt for services rendered. 

(dz) Money paid by him to me. 

(e) Unsuitable Goods which 
Pitt has returned to me. 


viously bargained. 


We add a few remarks on each of the heads mentioned 
in the diagram :— 


(a) Balances.—lIt is obvious that at the beginning of a 
new monthly account Pitt may owe me (say) £25. This 
amount will then be entered on the Dr. side thus: “To 
Balance, £25.” 

The student must clearly understand that the entry thus 
made gives no clue to the nature of the transaction or 
transactions that resulted in Pitt’s indebtedness to me; 
it simply tells me that Pitt is, at the opening of the 
account, my debtor for £25. 

It is possible, however, that the boot may be on the other 
leg. At the commencement of the new account I may owe 
Pitt, say, £25. Then the entry will be on the Credit side, 
thus: “ By Balance, £25.” 


(b) Goods.—Goods bought or sold on credit (i.e. for 
which immediate payment is not made) should in all cases 
be entered in the account of the person by whom or to 
whom they are supplied; thus the transaction “Bought 
Goods of Pitt, £10,” in addition to being entered to the 
debit of Goods Account, must be entered to the eredit of 
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Pitt in his account, and the transaction “ Sold Goods to 
Pitt, £10” to the debit of Pitt in his account and to the 
credit of Goods Account. 

In the case of Goods bought or sold for cash it will 
suffice in ordinary circumstances if the incoming and corre- 
sponding outgoing of the cash and goods be recorded, but 
if, as frequently happens, a person from whom goods are 
bought or to whom goods are sold for cash has an account 
in the ledger, it is desirable to show all transactions with 
him, whether cash or credit, through his ledger account. 
Sometimes a ledger account is opened for a person when 
all the transactions with him are for cash, the object being 
to show in classified form the amount of business done 
with him. If, therefore, the name of the seller or pur- 
chaser is given in the record of a cash transaction, the 
student must assume, in the absence of definite instructions, 
that'it is intended for the transaction to be shown in a 
personal account ; thus “ Sold Pitt Goods for Cash, £10” 
would be dealt with as if it were two transactions, “Sold 
Pitt Goods” and “ Pitt paid Cash,” the entries in his 
account being “ To Goods, £10” and “ By Cash, £10.” 

Again, I may sell Pitt Goods, £10, and pay, say, £1 for 
carriage (or freight and insurance) on them. If there is 
no arrangement at the time of sale for the goods to be 
delivered free, Pitt must be debited for this extra pound, 
thus: “To Goods, £10”; “To Carriage (or Freight and 
Insurance), £1”; or simply: “To Goods, £11.” Any 
special: eharges for packing would be dealt with in a 
similar way. 


(c) Commission, Salary, Wages, etc.—Pitt may be in- 
debited to me for services rendered, in which case an entry 
must be made on the debit side of his account, “To 

,” according to the nature of the services. 

If Pitt has done me a service, say sold for me 1000 
quarters of wheat at a commission of ls. a quarter, the 
entry will be, “ By Commission, £50.” 


(d) Money paid by me to him or by him to me may 
include not only cash in payment of goods or services, but 
also money lent, cheques, and bills. 
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(e) Goods Returned.—Occasionally Pitt may send me 
goods that I never ordered or goods that are not up to 
sample. If I return such goods} Pitt clearly receives, and 
must therefore be debited. ~ Similarly Pitt may return 
unsuitable goods to me which I had previously sold him; in 
this case Pitt would give, and his account must be credited. 


How to balance a Personal Account. 


This account is balanced exactly in the same manner as 
we balanced the Cash Account—+.e., 


(1) Tot up both sides of the account. 

(2) Add the difference to the lighter side. 

(3) Again add up both sides to test accuracy, rule off 
and bring down the balance to the opposite side. 


The balance thus brought down will be the initial entry 
for the next account. If it be a debit balance—z.e., if after 
being brought dewn to the opposite side, it is then on the 
Dr. side of Pitt’s account--we may make the two following 
statements :— 


(1) Pitt owes me the amount of the balance. 
(2) This balance is one of my Debts Receivable—i.e., one 
of my Assets. 


We now give a very simple illustration, showing Pitt’s 
transactions as recorded in my Ledyer for June 19 , .:— 


LOR 5s, ‘Som lea 
June 1 Balance due from Pitttome ... 50 | O | O 
z 6 Sold a horse to Pitt aes Se 35 0 | 0 
” 8 Lent Pitt ... a0 ee wat 25 0) 0) 
as 3) Charged Pitt for Work done re 14, OF 50 
ay ed Pitt sent me Cheque for ... Res LOOm) Os..0 
A dite} Sold Goods to Pitt... aaa bes 36 HOF 20 
ad Pitt returned Goods to me ot 10 | 0 0 
HO Pitt paid me Cash... He 5g 20 OW ILO 
EEE 
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Dr. HOVE ps Cr. 
19.. £ lela. & d. 
June 1] To Balance 50|0]0] June 14] By Bank ...| 100/0/0 
lle HlOrse. 8 351010 » 24], Goods 
Olt sy Cask «.. 25 10} 0 (Return) te oH 
» 9] ,, Services 148 OO ee 2a Cashwe. 25 |0|0 
» 18] ,, Goods 36}0/0|] ,, 380],, Balance 25 10/0 


£160 | 0} 0 £160 | 0) 0 


July 1] ,, Balance} £25/0]0 


SUMMARY OF RULES FOR PERSONAL ACCOUNTS. 


1. If at the opening of the account the person whose 
name stands at the head of it owes me anything, debit his 
account. If I owe him anything, credit it. 

2. On reference to each transaction, ask the following 
question :—Did the person receive anything—goods, services, 
money—as the result of the transaction? If so, debit his 
account. But if he was the giver, credit his account. 

8. Balance, and transfer the balance to the opposite side. 

N.B.—Debit Balances will show that the person indi- 
cated owes me. These debit balances will be my Debts 
Receivable—i.e., a part of my Assets. Credit Balances 
will show my obligations to others—i.e., my Debts Pay- 
able, and will be reckoned amongst my Liabilities. 


ACCOUNTS SETTLED. 


To settle an account is to close it—i.e, to pay the 
balance owing. If Pitt owes me a balance and settles his 
account, then Pitt gives, and Cash comes In, therefore— 

Cash account must be debited, and Pitt’s account credited ; 
on the other hand, if I am indebted to Pitt, and the account 
is settled, Pitt will receive, and Cash goes Out, therefore— 

Pitt’s account is debited, and Cash account credited, 
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EXERCISE 19. 


Make out Mr. Khan’s Account, balancing at the end of each 
month. 


19,. ee $s | a 
Sept. 1] Khan owes me ... tee eos see 63 | 10] 6 
» 8] Sold Goods to Khan ... doo io LC AUS ha) 
» 5| Did work for Khan .., we oe 3 5 | 0 
» 7] Lent Khan aes - ; LOW |F LOO 
» 10} Khan renders me Services vaitteak at te | ELOR IO 
» 12] Received Khan’s Cheque ba rer 50 0] 0 
» 17} Sold Cotton Yarn to Khan ..,, 50% 36 0] 0 
ay es 55 » Goods to Khan ... ee 29 0} 0 
», 19] Paid Insurance on Khan’s behalf... 1 6] 0 
yee » Freight on Khan’s Goods net 5 0; 0 
Oct. 3] Bought Raw Cotton from Khan a8 75 0] 0 
» {| Khan paid on my behalf for Pie 
and Insurance x IZ 35} LOS EO 
» 9] Sold Khan Cotton Nard, ae Pa 86 0} 0 
Py a © .: » Goods on ace 56 10 | 0 
» 12] Paid Freight and Insurance on Khan’s 
purchase ck ar Sa 1A: “A221 3G 
» 17{| Received Khan’s Oneque eae , 50 0| 0 
» 19] Purchased on Khan’s Account, at 
became responsible for Spinning- 
Frames, Valued at ... ae .-. || 300 0150 
, 20] Paid Freight and Insurance on Same 22" | 10'| 0 
» 21] Received Khan’s Cheque for ... ez || 800 0| 0 
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EXERCISE 20, 


Make out Cash, Bank, Goods, and all Personal Accounts from the 
following Waste Book :— 


Cash in Hand... 590 
Cash at Bank ... 
Goods valued at 
Eno owes me.., 
Cassel owes me 
I owe Gillott . 
T owe Turner . ‘ 
Sold Goods to madeiey 
9 » Clarke 
3 5. Hxrancis 
Eno settles by Cheque 
Paid Fire Insurance... 
», Wages as 
Bought from Turner, Goode 
3 »  Gillott, Goods 
Sold Goods for Cash.,, 
Paid Cash inte na 


Clarke pays for Goods, beazhthe on 
the 6th, by Cheque 


Received from Buckley, Cheque fot 
Gave Turner my Cheque for 
»,  Gillott my Cheque for 
Paid Trade Expenses 590) 
Value of Goods on hand 
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LESSON VI. 
NOMINAL ACCOUNTS. CAPITAL ACCOUNT. 


In the four previous lessons we have dealt with accounts 
of the two classes known respectively as Real and Personal. 
These accounts tell us of the incoming and outgoing of 
money and money’s worth, what we possess, and what are 
our obligations; they represent value, although the money 
may be owing (or negative) instead of possessed. 

We have now to consider the third of the classes into 
which ledger accounts are usually divided, viz. Nominal 
Accounts, so termed because there is no property, no 
reality in them, although they may be the result of ex- 
changes of value. 

Nominal Accounts are those in which are recorded the 
necessary particulars of profit and loss or income and 
expenditure, viz. the Profit and Loss or Income and 
Expenditure or Revenue Account and accounts subsidiary 
thereto. 

A very simple rule will enable the student to deal effec- 
tively with any transactions so far as they relate to nominal 
accounts—viz., 

“Debit the Account with Losses: 
Credit it with Gains.” 


PROFIT AND LOSS ACCOUNTS. 


Incidentally, we have already seen what is the basis, or 
the first entry, of the Profit and Loss Account. The 
student has previously learnt that the difference between 
the amount for which the goods have been bought and 
sold is the gross profit or loss. In balancing the Goods 
Account we did not “bring down” this profit or loss, but 
“carried it away” to the account we are now discussing— 
viz. to the Profit and Loss Account. Profit we carried 
away to the Credit side of Profit and Loss; loss to the 
Debtor side. After all other profits and losses have been 
brought into the Profit and Loss Account, the net profit or 
loss for the period can be ascertained. 

50 


NOMINAL ACCOUNTS. 51 


The Profit and Loss Account, then, is a record of gains 
and losses on the transactions for a given period, say “a 
year” or “a month.” The account may be illustrated 
from the following diagram. 


Dr. (Losses.) PROFIT AND Loss Accouny’. ( Gains.) CR, 
1, Loss from Goods Account.* 1. Gross Profit from Goods Ac- 
count, * 


. Interest received. 

. Discounts received. 

. Commission earned, 

. Bad Debts previously written 
off and now recovered. 


6. Rent paid. 6, Rent received, 
7. Depreciation. 
8. Trade Expenses and Travel- 
ling Expenses, ; 

mt 2 2 Se a ES ee era ee 

We do not pretend that this list embraces all possible 
Losses and Gains. However, it includes the main items cf 
any Profit and Loss Account. 

We add a few words of explanation of each head noted 
therein, ; 


2. Interest paid, 

3. Discount granted. 

4. Wages and Salaries paid, 
5. Bad Debts. 


OUR ww bo 


(1) Loss and Gain.—If his Goods Account be correct, 
the student will have very little difficulty with the first 
head. We have already seen that, if the Dr. side of the 
Goods Account is heavier than the Cr, side, the trader has 
already contracted a Joss. This loss is carried away from 
the Goods Account, where it is found on the Cr, side, to the 
Dr. side of the Profit and Loss Account, thus: 


“To Loss (as per Goods Account),” 
If, as we all hope, the Goods Account shows a Profit, 


this Gross Profit will be carried to the Cr. side of the 
Profit and Loss Account, thus: 


* By Gross Profit.” 


* Or Trading Account or Manufacturing Account (see page 35 and Lesson XI,), 
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(2) Interest.—The merchant may possibly have an ‘ over- 
drawn’ Bank Account. The Bank will naturally charge 
him interest on the amount of his overdraft, and this 
interest will be one of his expenses or losses. 

Again, the trader may have started business with - 
borrowed Capital : he will, of course, have to pay the owner 
of the Capital for the loan of this money, just as he will 
have to pay rent to his landlord for the use of his shop 
or warehouse. 

Further, he may even debit his Profit and Loss Account 
with interest for the use of his own Capital. The reader 
may naturally ask why the trader should adopt such a 
course? Will he make more profit by debiting his Profit 
and Loss Account with interest on his Capital? Certainly 
not. His real net gain will in no wise be altered by 
following this plan; but then the trader will tell you 
that he has advanced £2,000 of his own Capital, and 
that, if he had not taken the risk and trouble of trading, 
he might have invested it in some security which would 
pay him £100 for the loan of his money ; therefore he 
will argue that his own business should give that remu- 
neration as a certainty, and he will restrict the name 
profit to that which remains after the payment of all 
expenses, including interest’ on the amount of Capital 
employed in the business. 

This method of debiting the Profit and Loss Account 
with interest on the Capital employed becomes almost a 
necessity when the Capital is provided by two or more 
partners who may possibly have very unequal amounts of 
Capital invested in the business. 

Sometimes the firm may have a surplus of Capital 
which will be deposited in the Bank or invested in 
eligible securities. In such cases the Profit and Loss 
Account will be credited with the amount of interest 
or dividend received. Again, if one partner has during 
the year withdrawn a considerable sum from the 
business, this amount is considered as a loan to that 
partner. He is charged with interest on that loan, and 
the Profit and Loss Account will be credited with that 
Interest, 
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(3) Discount.—Most traders unfortunately find it neces- 
sary to give credit to their customers, and to receive credit 
from those with whom they deal. In such cases the trader 
will usually be ready to allow a rebate for Cash—e.g., if I 
have sold Anant Ram Goods to the value of £40 on six 
months credit, I may be disposed to take £39 prompt 
cash in payment of the account, thus allowing 2} per cent. 
or £1 Discount to A. Ram. (Note.—It is usual in such 
cases for the rate of discount to be quoted at so much per 
cent., not at so much per cent. per annum.) My Profit 
and Loss Account will be debited with this discount thus: 


“To Ram, £1.” 


Similarly, if I bought on credit £560 worth of cotton 
from Pagadala Naidu, I should expect Mr. Naidu to take 
£490 for prompt settlement. My Profit and Toss Account 
will be credited with £10, thus: 


“By Naidu, £10.” 


Discount in the nature of an abatement or allowance for prompt 
payment or payment within a specified time is sometimes referred 
to as Cash Discount and has no connection with Trade Discount. 
Trade Discount is a deduction from the list price of goods irre- 
spective of the terms of payment, the price quoted being an amount 
in excess, sometimes considerably in excess, of the ordinary trade 
price and the rate of deduction being usually governed by the 
amount of business done with the customer and his standing. For 
example, a wholesale trader may issue his catalogue and in a 
separate communication inform his best class of customers that the 
printed prices are subject to 50 per cent. trade discount ; other 
customers may get 45 per cent. or less, and so he is able to adjust 
his prices although only one catalogue is issued. If we buy goods 
from him listed at £200 and subject to 50 per cent. trade discount 
and 5 per cent. for cash at one month, we shall have an invoice 
showing the net amount to be £100, and it is this amount that we 
carry into the ledger to the credit of his account. At the end of 
the month, a payment of £95 will settle the bill, and the £5 (five 
per cent. on the net amount) will be the cash discount gained. 


(4) Wages, Salaries, Commission.—All unproductive 
Wages and Salaries paid by the firm, and amounts, if 
there are any, earned by the partners themselves as salaries 
for management of the business, will be placed on the 
Debit side of the account. 
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Wages and Salaries paid for work done in the process of manu- 
facture or production are called Productive Wages and Salaries 
and are not losses, but form, as has been stated in a previous lesson, 
part of the cost price of the goods produced. If the firm spends, 
say, £1 on wood and pays £2 for having it converted into a table 
for sale there is no loss of value unless the finished article is worth 
less than the £3 expended. Productive Wages and Salaries must, 
therefore, not be debited to Profit and Loss but to the Goods or 
Trading Account either direct or through the medium of a sub- 
sidiary Manufacturing or Productive Wages and Salaries Account. 


Some kinds of Merchants earn considerable amounts in 
Commission for services rendered to their clients. This 
commission is a profit, and will find a place on the credit 
side of the account. 


(5) Bad Debts.—Unfortunately traders frequently suffer 
loss by the inability or failure of their customers to pay 
their debts. 

In some cases, a debtor who is unable to meet his 
obligations will call a meeting of his creditors and will 
lay before them particulars of his financial position with 
a view to some arrangement being made as to the dis- 
charge of his debts. If he has carried on his business 
straightforwardly it is probable that he will be able to 
compound with his creditors, i.e. that they will agree to 
accept a Composition of so much in the & in full settle- 
ment of debts due. Thus if Pitt owes me £100 and it is 
agreed to accept a composition of 12s. in the £, his debt 
will be liquidated by the payment of £60. The £40 not 
received will be a loss or bad debt and will have to be 
debited to Profit and Loss Account. As Pitt paid the 
£60 agreed upon in full settlement, I must cancel the 
debit balance of £40 remaining in his account by means 
of a credit entry, ‘“ By Bad Debts, £40.” 

Sometimes a Receiving Order is made against a debtor 
in the Bankruptcy Court, and if he is unable to make any 
satisfactory arrangement with his creditors he is adjudged 
a Bankrupt. In that case his estate will be administered 
under the direction of the Court, and out of the amount 
realised the creditors will receive a Dividend of so much in 
the £ on the debt due to them. In some cases the dividend 
is paid by instalments as the estate is realised, in others the 
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dividend is received in one sum as a First and Final 
Dividend. On receipt of the final dividend any balance 
not recovered must be regarded as a loss and be dealt with 
in the manner described in the previous paragraph. 

At a later stage we shall show how an account which 
provides for future Bad and Doubtful debts should be 
constructed. 

In rare cases I may have misjudged my customer and 
written off his account as a Bad Debt without any occasion 
for so doing. Should he subsequently pay me what I had 
previously written off, the amount received will be an 
unexpected gain and my Profit and Loss Account will 
receive the advantage of this windfall. 


(6) Rent Paid—The Rent of my business premises is 
one of my expenses or losses, and the Profit and Loss 
Account must be debited with the amount of the Rent. 

If I sublet any portion of the premises I must credit 
the Profit and Loss Account with the amount due or paid 
_ to me by the under-tenant. 


(7) Depreciation—At the beginning of Lesson IV. we - 
mentioned that a merchant might possess certain property 
that would find no place in his Goods Account. The 
property to which we referred was that which forms the 
equipment by means of which a business or undertaking 
is carried on, such as Premises, Plant and Machinery, 
Fittings and Fixtures, ete. These are known as Fixed 
Assets, the term Floating Assets being applied to the pro- 
perty in which we deal or which it is our object in the 
ordinary course of business to convert into money, in- 
cluding cash itself, goods, investments, bills, debts, etc. 

Nearly all Fixed Assets decline in value through such 
causes as wear and tear, effluxion of time, or obsolescence, 
and the value which goes out of property through such 
causes is known as Depreciation. 

Even the strongly built warehouse will be affected by 
storms and weather; the machinery and other plant will 
not have as long a “life” as the warehouse. If the ware- 
house is held on lease it is possible that its value may be 
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reduced to nil before the expiration of the term; it is 
possible that the machinery may be utterly superseded by 
more recent inventions and thatits value may be reduced 
to that of old wood and iron? 

It is important to remember that allowance must be 
made for depreciation of property. If this point be over- 
looked the accounts cannot show the real position of the 
business. Whatever amount it is decided to write off 
under this head will be dealt with by crediting the account 
for the particular property with the value fixed upon as 
having gone out of it (thus following the ordinary rule for 
Real Accounts), carrying down the balance, and charging 
the loss to Profit and Loss Account by debiting it. 


(8) Other Expenses.—There will be in all businesses 
numerous other leakages or expenses which will have to be 
debited—e.g., travelling expenses, rates, taxes, fire insur- 
ance, stationery, office expenses, horse-keep, repairs, etc. ; 
only repairs call for special comment. 

Repairs.—We will imagine that you own a cart whose 
shaft has been broken. You pay the wheelwright £1 to 
mend it. Cash has gone out, and the Cash Account must 
be credited. That much is clear. Must your plant 
account be debited? Has not the value of your plant 
been increased ? Most certainly not. You have not 
bought a new and additional cart; you have merely 
repaired an old one, and tried to give it the value which, 
prior to the accident, it possessed. Therefore, whenever 
you pay for repairs to property represented by an account 
in your Ledger, never debit the Account, but debit the 
Profit and Loss Account, either direct or through a Trade 
Expenses Account or Repairs Account. You will be 
merely creating a fool’s paradise if you debit the property 
account with repairs. 

Of course, if you pay Cash for something entirely new 
and additional (e.g., if you spend £500 in enlarging your 
warehouse, or you purchase an additional horse for £40), 
or if you paid for repairs to second-hand plant, etc., 
bought, you would be justified in debiting the particular 
property account. 
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Having now reviewed the chief sources of Loss and 
Gain, we proceed to balance our Profit and Loss Account. 
This is done in the usual manner—viz., by adding up both 
sides of the account and placing the amount of the differ- 
ence on the lighter side. 

If the Credits (Gains) outweigh the Debits (Losses), the 
difference will be our Net Profit and will, of course, be 
added to the Debit side to balance the account; but if the 
Debits are more than the Credits, we have made a loss, 
and this loss is placed on the Cr. side. 

Whichever result be the case, the balance (loss or gain) 
will not be brought down, but will be carried away to the 
opposite side of Capital Account—i.e., Net Profit will be 
carried to the Cr. of Capital, and Net Loss to the Dr. of 
Capital. 


ACCOUNTS SUBSIDIARY TO PROFIT AND LOSS 
ACCOUNT. 


In actual mercantile life, there will be far too many 
transactions to permit of the adoption of the simple 
method of directly recording all losses and gains in one 
account. Indeed the Profit and Loss accounts found in 
the annual statements of big trading companies are usually 
very brief, consisting of mere summaries of losses and 
gains. The reader would have to search for the details of 
these summaries under other ledger accounts, which are 
called Accounts Subsidiary to Profit and Loss Account, 
because they merely lead up to or contain fuller details of 
the statements in the Profit and Loss Account, their object 
being to classify items of profit and loss so that the total 
or balance under any head may be available at any time. 

The bookkeeper can make as many subsidiary accounts 
as he considers will best meet the needs of his business. 
The student in working short, simple, exercises will usually 
find that the following will be sufficient :— 


1. Interest Account. 2. Discount Account. 

3. Wages and Salaries Account (Productive Wages 
and Salaries must be entered in a separate account 
which is closed to Goods or Trading Account.) 
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4. Bad Debts Account. 

5. Depreciation Account. 

6. Trade Expenses Account, including Repairs, Rent, 
Rates, Taxes, Fire Insurance, Travelling Expenses, 
Stationery, Office Expenses, Horse-keep, etc. 


In advanced work and in actual practice separate 
accounts are opened for different kinds of Interest, for 
Discount allowed, Discount received, and for the various 
items now included under Trade Expenses. 

The ordinary rule for Nominal Accounts—viz., 


“ Debit Losses, 
Credit Gains,” 


applies to these Subsidiary Accounts as it does to Profit 
and Loss. 

Moreover they are balanced in the usual way (i.e., by 
adding the difference to the lighter side), and the balance 
is carried away to the opposite side of Profit and Loss a/c. 


CAPITAL ACCOUNT. 


All the nominal accounts affect and lead up to the 
Capital Account. 

he reader is already aware that Capital is the excess of 
the Assets over the Liabilities. 

The Capital Account shows the indebtedness of the 
business to the proprietor. It is the Proprietor’s Account 
and, therefore, under the usual division of ledger accounts 
into three classes, Real, Personal, and Nominal, a Personal 
Account. 

The Capital Account may be represented as follows :— 


Dr. CaritaL Account. Cr. 


1. Balance, being the initial | 1. Balance, being the initial 


Deficiency. excess or Capital. 
2. Withdrawals for Private Ex- | 2. New Capital. 

penses, etc. 3. Interest on Capital. 
3. Interest on withdrawals. 4. Net Profit from Profit and 
4. Net Loss from Profit and Loss a/c. 


Loss a/e. 


CAPITAL ACCOUNT. : 59 


Whena firm consists of two or more partners, a separate 
Capital Account is opened for each partner. 


1. Original balance.—lIt is obvious that at the beginning 
of any trading period, a trader will be in one of three 
financial positions—viz., 

(a) His Assets and Liabilities may be just equal. He 
has no Capital, yet he is not insolvent; hence in this very 
rare case there will be no initial balance to be entered in 
his Capital Account. 

(b) If his Assets exceed his Liabilities, he is a man of 
Capital, and the amount of his capital will be credited in 
his Capital Account thus : 

“‘ By Balance.” 

(c) If the Liabilites exceed the Assets, he is insolvent, 
and the amount of the deficiency will be debited in his 
Capital Account; thus :— 


“To Deficiency,” or “To Balance.” 
The student will have no difficulty with the initial and 
other entries if he remembers the two following rules :— 
I. Liabilities, including Capital (if any) are Credits. 
Assets, including Net Deficiency (if any) are Debits. 


II. Losses are Debits. 
Gains are Credits. 


2. Amounts of Capital withdrawn should be debited to 
the Capital Account and new capital introduced credited. 
Private Expenses should not be charged to the Profit and 
Loss Account, but be carried to the debit of the Capital 
Account. 


8. It is by no means an unusual practice to debit the 
Profit and Loss Account with interest on the amount of 
Capital invested in the business. When this is done, the 
Capital Account will be credited with the interest. 

Moreover, a partner may during the year draw amounts 
out of the business for his own private expenditure. It 
is quite proper on these occasions to charge such partner 
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with interest on these Withdrawals—i.e., the partner’s 
Capital Account will be debited, and the firm’s Profit and 
Loss Account will be credited. » 


4. The student can have no difficulty with Net Profit or 
Net Loss, as Profit increases and Loss reduces the in- 
debtedness of the business to the Proprietor. If the 
Profit and Loss Account shows a Net Profit, carry it to 
the Cr. side of Capital; if a Net Loss, carry to the Dr. of 
Capital. 


Balancing of Capital Account. 


Add up both sides; place the difference on the lighter 
side; rule off and bring down the difference thus obtained 
to the opposite side as the first entry for the next account. 

If the balance thus brought down falls on the Debit side 
(a Debit balance), it indicates the Deficiency er amount of 
my Insolvency. 

But if the balance when brought down is a Credit 
balance, it shows the amount of my Capital and supplies 
the answer to the question, “ How much am I worth?” 

Probably the student will already have noticed that he 
should work out the following accounts in this order :— 


1. Goods Account, carry Gross Profit to the Cr. of 
Profit and Loss, or Loss to the Dr. of Profit and Loss. 


2. Accounts subsidiary to Profit and Loss Account, 
carrying their respective balances to the Profit and Loss 
Account. 


3. Profit and Loss, carrying Net Profit to Cr. side of 
Capital, but Net Loss to Dr. side of Capital. 


4, Capital Account. 


CURRENT ACCOUNT. 


To avoid having a lot of detail in the Capital Account, 
all items relating thereto except the opening balance and 
the introduction of new Capital are usually entered in an 
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account subsidiary to it called Current Account (otherwise 
Drawing Account or Private Account), and the balance of 
this account is carried to the debit or credit, as the case 
may be, of Capital Account. In the case of a partnership 
the balances of the Current Accounts may, however, be 
carried down and appear in the Balance Sheet, so confining 
the Capital Account to the record of capital actually intro- 
duced. 

The Current Account is a part of the Capital Account, 
so that the remarks on the latter in the two previous pages 
apply to it. 

Students working short, elementary, exercises need not 
trouble to open a Current Account. 


EXERCISE 21. 


Make out a Trade Expenses Account ; balance it and carry balance 
co Profit and Loss. Complete the latter account also :— 


19 £ solids 
Jan. 1 | Paid Rent ae oa6 ee aes 10 0 (0) 
» 98 | Paid Sundry Expenscs o 6 
» «| New Year Gifts... 7 2 9 
» 10 | Travelling Expenses 3 18 6 
», 12 | New Stove for office 2 12 6 
» 15 | Received Gas Bill 7 10 0 
» 17 | Paid Gas Bill BG ado nee 7 10 0 
» 20 | Stationery 300 200 306 ont 10 6 
3, 20 | Rates paid SAC 908 6a8 506 1 16 6 
» 31 | Wages fcr month Ape mee a 15 0) 0 
aL CArMage ec soc oe ase Bae 8 6 3 
ee ebad Debts dla 6 sti se 12 4 2 
+» » | Discounts allowed 5.0 wes wa 8 6 3 
» » | Discounts received ... aati eae 4 11 2 
» » | Gross Profit on Goods ... B00 sis 5) 10 0 
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EXERCISE 22, 


Make out a Discount Account from the following statements ; 
carry the balance to Profit aud Loss Account :— 


19s < 
Oct..2 


Received £48 15s. from G. Walker in 
payment of an account of 


Paid Peter Robinson the sum of £285, 
and was allowed Discount 


Accepted £19°10s. prompt cash in pay: 
ment of a bill of : 56 


Sundry allowances nae oy me nic 
” ” ” to me 

Paid Sundry Creditors in cash £90, 
Discount ci 

Received from Sundry Tees in mee 
£48: Discount #3 

Received from Herbert, Cheque for 
£39 7s, : Discount aa se 

Paid Robinsons less " te cout Dis- 
count c 


Borrowed from ays “£400. ides six 
months at 5 per cent. Migs a net 
Cash oe 


Received from Swan & Bde, less 2 
per cent Discount Pe 


Granted Snelgrove in conse of 
immediate payment, a rebate of 


Paid Bank the loan borrowed on the 
27th inst. on the Manager agreeing 
to settle the account for 20): 


Sundry Discounts made to me... 
» ” » DY We we, 


15 
17 


18 


15. 


m> 
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EXERCISE 23, 


Make out Trade Expenses Account and Bad Debt Account from 
the following statements: balance them and carry the balance to 
Profit and Loss Account. Complete the latter account also :— 


19 8s | as 
Jan. 1 | Paid Rent... oon eee nee nee 36} O]} 0 
hy » Rates “cb aoe ogg ait tea G 
» 98 | Sundry Expenses aa ise PCH | lac ens lal as 
» 6 | Travelling Expenses... aG6 ae 4/1 41] 0 
» 8 | New Stove for Office... sae 2 12:1 6 
» 10 |} I received from the iaiaaters of dive 
Venture Co., Ltd., an unexpected 
dividend of £40. (This amount had 
been calculated as a Bad Debt in 
my last year’s accounts) ... ee £0) 70 120 
» 15 | Received Gas Bill as oon eis | 75| 0 
» 16 | PaidGas Bill... te ass Sd Bye EMO) 
» 20 | Paid Wages mer eae see Aes La StOnO: 
» 26 | Stamps and Stationery . “a8 3] 7] 6 
» 81 | The following aoe had gales 
insolvent during the month, and 
caused me to lose the undermentioned 
amounts :— 
The Sandy Land Company ... 26 | 10] 0 
J, Kreeman” .. Soc sex 18 | 17 | 6 
R, Gray cc nee ste ae Vee LOMNO 
iRa@an es aD wee a5 3) |p ibs) || 
Pans ipealariess . eee fd oe 17 | 10+} O 
» » | Discounts ieweal ie a eine ie ae Nie 
hed (9 "3 received Ses vse ti Udall 
» 9» | Gross Profit on Goods ... 860 sir 129 | 13] 4 
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EXERCISE 24. 


Fiom the following statements make out Goods, Profit and Loss, 


and Capital Accounts :— s 
A.B. commenced business on January Ist with | 
a capital of £12,450, consisting of the follow. | 
ing sums :— £ 8. | d. 
Cash in Hand... Ae ls BA i 450 | 0} O 
Cash at Bank ... nee eas aa in? 5,000} 0} 0 
Stock-in-Trade = = =. el L2,000 1 OO 
Warehouses... ot sae oc oe 3,000 | 0] O 
£20,450 | 0} 0 
At the same time he owed for Borrowed Money 8,000 | OO} O 
£12,450 | 0| 0 
em ee 
During the year he had the following trans- 
actions ;— 
Goods Bought... wee Rr Ke sen 24, 2600)) toa a9) 
Goods Sold... nae ab we Sail) Balas || Gri) £3 
Cash Paid for Salaries he 860} 0] O0~ 
Cash Paid for Wages and Trade Tapes 1,500} 0} O07 
Cash drawn out by A.B. for Private Use ... 1,000 | 0 | o- 
Cash Paid for Carriage of Goods ... a S|) ak the 
Discounts allowed to Customers on pay- 
ments made by them oe sis 460) 11 | 6 
Goods returned by Customers to A. B Be 496 | 12 | 87 
Goods returned by A.B. to Manufacturers 
of whom he purchased the same Bs 680) |e7a lien 
Stock on Hand at close of Besa roe 
ber 3lst. ... oe ae me Ag (40S eyez 
Interest received from Bankers on Deposit 200 | 0| .0- 
Interest paid on Loan We ii 450| 0] 07 


Cash paid for Repairs to Watt Br 180 | 11] 87 


\\ 


ee 


Make out Mr. 
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EXERCISE 25. 


following statements :— 


19ee 
Dec. 31 


” bed 


The Goods Account shows a Gross 
Profit of 


Bad Debts for the year.. 

The Trade and Reavelittg Bxpenses 
Account shows a Debit Balance of.. 
The Discount Account shows a Credit 

Balance of ase 
Rent and Rates paid during year 
Rent received for pee let to sub- 
tenant ... : as 
Wages and Salaries rae 
Commission earned during year 


Received from the Liquidators of the 
Soap and Bubbles Oo., Ltd. (This 
amount had been Seat written 
off) 38 sec 

Paid the Bank 5 per he interest on 

a £2000 loan ... ae 5 i 

Made an allowance for the year’s ae. 
preciation on Plant valued at £800 
at the rate of 5 per cent. ; 


216 


21 


100 


40 
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J. Wyman’s Profit and Loss Account from the 


IE ip bi 1h. 
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» 


EXERCISE 26, 


From the following statements make out Goods, Profit and Loss, 
and Capital Accounts :— 


The affairs of E. Luce on Jan. Ist, 19.. could 


be summarised as follows :— & Senin 
Cash in hand... 33 are Bae 150} O|] O 
3), ab Bank _... ace oe oe 525} OO} 0 
Stock-in-Trade ... tus Re Seed LLOOR] TOU sO 
Warehouse me me seem EL OOO) 990) SO 
He owed for Borrowed Money : 1250} O| O 
During the year 19.. he had the followin 
transactions :— . 
Goods Bought... Te ne wetlineS20 | 6 | 10 
» Sold we : a -.. || 9060} 5] 6 
Cash paid for Trade Hae 55 150] O]| 0 
,, drawn by Luce for private use... Wa || |) 0) 
» paid for Carriage of Goods re a LOMO, 
Discounts allowed to Customers Sts 68) oN "6 
‘, received Ah fe ee) 2 | LOB 
Goods returned by Customers to Luce 48 | 10] 0 
.. » Luce to Manufac- 
turersfrom whom he had purchased ee le ¢alh 3 
Interest paid on Loan ... : fs 62); 10} 0 
Cash paid for Repairs to Wershoaee AY | 12) 0 
Rent and Rates paid for year ... A 106 | 10} 0O 
Cash paid for Salaries ... St Boe 2004) HOM) BO 
Bad Debts Bre wee La 0 
0 


6 
Value of Stock on Dees ee 31st see Nf LV 6b 0 
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Questions on Lessons I. to V. (inclusive), 


After finishing the fifth lesson the student should revise and test 
his knowledge by giving written answers to the following ques- 
tions :— 

1. What is the Ledger used for? 2. What is the Balance Sheet? 
3. What are Liabilities? 4. What are Assets? 5. Define Capital? 
6. What are Debts Payable? 7. What are Debts Receivable? 
8. When is a man Solvent? When Insolvent? 9, What are Real 
Accounts ? 

10. State and explain the rule applicable to the entry of transac- 
tions in Real Accounts. 

11. Explain fully the contractions Dr. and Cr. 

12. How are Real Accounts Balanced ? 

13. What are Debit Balances, and what are Credit Balances? 
14, Which of the Balances are Assets ? 

15. Explain the nature and use of Cheques? 16. Explain these 
terms: Crossed, Payée, Not Negotiable, and Overdraft. 

17. Is the Counter in my shop part of my Goods ? 

18. On which side of Goods Account is the “Stock in Hand” 
placed? 19. What operation is necessary before the Goods Account 
can be balanced ? 

20. What is Profit? When will it be found in the Goods 
Account? To what account is it transferred ? 

21. Is the amount paid for “ Wages” ever entered in the Goods 
Account? If it is, on which side is it placed? 

22. What do you understand by a Property Account? 

23. Explain the term ‘‘ Depreciation.”’ 

24. Should “ Repairs” ever be debited to the Property Account ? 

25. What rule guides the entries in Personal Accounts ? 

26. If one of my customers is bankrupt, how and in what way is 
his account affected ? 

27. What are Nominal Accounts? What rule is applicable to 
them ? 

28. Explain fully the construction and contents of a Profit and 
Loss Account. To what account is the balance of Profit and Loss 
transferred ? 

29, Supposing your business was of such a nature that you had a 
considerable number of both losses and gains, would you enter 
them in detail in Profit and Loss? If not, how would you provide 
for them? 

30. How and from what sources is the Capital Account formed ? 
What does the Balance of the Capital Account show ? 


LESSON VII. 


HOW TO PROVE. 


We have already introduced specimens of the more im- 
portant Ledger Accounts; we must now look at all these 
accounts as constituting one whole—viz., the Ledger itself, 
and learn to Prove our Books. 

Before starting our task we will recapitulate the names 
of the three kinds of accounts, and ask the learner to 
master the rules applying to them—viz., 


NAMES. EXAMPLES, ROLEs. 


1. Real. Cash, Bank, Goods, etc. Debit the a/c. for what 

comes In, Credit for 

what goes Out. 

2. Personal. | Pitt, Brown, Robinson, etc. | Debit the Receiver, 

Credit the Giver. 

3. Nominal. | Discount, Trade Expenses, | Debit the a/c. with 
Profit and Loss, ete. Losses, Credit it 

with Gains. 


Our task may be divided into four parts—viz., 
(1) Opening. 
(2) Entering. 
(8) Forming a Trial Balance. 


(4) Balancing and Closing. 
68 
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1. HOW TO OPEN. 


At the very outset we must make a Balance Sheet. We 
have previously said that a Balance Sheet has been styled 
the Alpha of Bookkeeping. _ We will call this Balance 
Sheet our Preliminary Balance Sheet, in order to dis- 
tinguish it from what will be our very last statement— 
viz., the Final Balance Sheet. 

Of course, if the proposed trader has neither Assets nor 
Liabilities, he can have no Preliminary Balance Sheet ; 
but then, under such circumstances he had better not go 
into business on his own account at all. 

This Preliminary Balance Sheet may possibly be of the 
simplest character—e.g., we will imagine that I start 
business with £500 cash, and no Liabilities, then my 
Balance Sheet would be: 


Inabilities. BALANCE SHEET, lst JANUARY. Assets. 
Sala. 
0/0 


PS: 
Capital ...  ... | £500 | 0 


d. 
0 Cash sevice 


£ 
£500 


But all Balance Sheets are not so simple as this one; 
therefore we will suppose that my financial position on 
January Ist is represented by the following statements :— 


& 
Cash in hand ... ee a ce <0) 
Cash at Bank ... re ae ... 600 
Goods in hand nae me STO 
My Shop is worth es Hs a OUU 
Adams owes me sor ete ... 250 


I owe Ransome af: aa ... 800 
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Gather these items into a formal Balance Sheet, thus: 
a 


Tnabilities. BALANCE SHEET, Isr JANUARY. = Assets. 


£ |s.\d. Lyf lis: as 

Ransome st 800 |0}0}] Cash ... aii 50 |0/0 
Capital ane 975 |0/0}} Bank ... bie 500 |0|0 
Goods ... aa 375 |0/0 

Property oC 600 |0)0 

Adams ats 250 10/0 

£) 1775 10/0 £) 1775 |0|0 


Having made out my Preliminary Balance Sheet I now 
open in my Ledger as many accounts as there are entries 
in the Preliminary Balance Sheet; that is to say, for the 
purpose of our illustration we shall open seven accounts. 


headed thus: 
Cash, 
Bank. 
Goods. 
Adams. 
Ransome. 
Property. 
Capital. 


When we have opened these seven accounts we enter 
the amounts mentioned in the opening Balance Sheet in 
accordance with the following most important rule—viz., 

“Debit Assets, 
Credit Liabilities.” 
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Hence my Ledger will have the following appearance :— 


Dr. 


Jan. 1 


To Balance ... 


CASH. 


Cr. 


Jan. 1 


To Balance ... 


Lasers 
500/010 


Jan. 1 


To Balance ... 


Se Saele 
375 |0| 0 


GOODS. 


PROPERTY 


ACCOUNT. 


Jan.1]| To Balance ... 


£ [s.}d. 


600 | 0} 0 


Jan.1| To Balance ... 


Jan.1| By Balance... 


£& 
800 


~” 


=) 


ld. 


CAPITAL. 


£ js.}d. 


Jan. 1} By Balance... 
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So far, then, we have 

(a) Made a Preliminary Balance Sheet. 

(b) Opened Ledger accounts for all the names in that 
Balance Sheet and entered the appropriate amounts, 

The student should now work out Exercise 27, 


2. HOW TO ENTER. 


As yet we are merely on the threshold: many transac- 
tions may take place that will-affect the seven accounts 
already opened. Moreover, I may do business with new 
customers, and shall therefore be obliged to open new 
accounts in my Ledger. 


Let us suppose, then, that my remaining transactions for 
January are :— 


oe 

Jan. 6 | Gave Ransome my Cheque for ae sf 400 

» lO | Adams paid me... agp Ee B05 nj 200 

», 14 | Sold Goods for Cash ... aa Soc dee 300 

», 18 | Bought Goods from Smithells... Be ae 700 

» 24 | Paid Wages tvs eee aie i ster 25 
ee wae: Sold Goods to W.H. Stables, receiving Cheque 
£400, and Cash £100, the balance to remain 

on credit es a ir Rare oe 800 

» 29 | Paid into Bank ... sie wm oe = 500 
» 30 | Settled Smithells’ Account, giving him a 

Cheque for £685, and receiving Discount ... 15 


The essential principle of Bookkeeping which the student 
must now firmly grasp is that every transaction will affect 
at least two Ledger accounts. This double entry for each 
transaction is not the peculiar characteristic of any one 
system of Bookkeeping, but is the underlying and necessary 
basis of all good Bookkeeping. 
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At this point the student must analyse each transaction 
by submitting it to this series of questions :— 


1, What Ledger accounts will this transaction affect ? 

2. How does it affect these accounts? Is it a Debit entry 
or is it a Credit entry? 

3. How must it be described? What words must I 
employ in my Ledger accounts ? 

Remeinber the all-important fact that every statement 
will affect at least two accounts—one on the Debit side and 
one on the Credit side. 

Even if the statement affects more than two accounts, 
the Debit entries will exactly equal in amount the Credit 
entries. 

The student will have little difficulty if he will apply to 
each statement the three fundamental rules of Book- 
keeping which we re-stated at the beginning of the present 
lesson. 

We proceed to apply them to our January transactions :— 


Jan. 6. “ Gave Ransome my cheque for £400.” 


Ransome Received, therefore his account must be Debited. 
I should write the date on the Dr. side of Ransome’s 
account, and employ some such short description as the 
following :— 


To Bank, £400. 


Again, my Bank account has suffered. Money has Gone 
Out of the Bank, therefore the Bank account must be 


Credited. 
Write the date on the Cr. side of Bank account, and the 
words, 


By Ransome, £400, 
Jan. 10. “ Adams paid me £200.” 
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Cash has come In, therefore Cash account must be 
Debited—viz., 


~~» 


Jan. 10. To-Adams, £200. 

Adams Gave, hence he must be Credited—viz., 
Jan. 10. By Cash, £200. 

Jan. 14. ‘Sold Goods for Cash, £300.’ 


Cash has come Jn, hence Debit Cash account. 
Goods have Gone Out, therefore Credit Goods account. 


Jan. 18. “ Bought Goods from Smithells” means that T 
bought them on Credit. Goods have come In, then Goods 
will be Debited. Smithells gave, hence he will be Credited. 


Jan. 24. “ Paid Wages, £25.” 


Cash has gone Out, hence Cash account will be Credited. 

Applying the rule for Nominal Accounts—viz., “ Debit 
the Losses ”—we see at once that Profit and Loss will be 
Debited. 


Jan. 28. “Sold Goods £800 to Stables, receiving his 
cheque for £400 and Cash £100, the balance to remain on 
Credit.” 

This is equivalent to, and should be dealt with as if it 
were :— 

Sold Goods £800 to Stables 
and 
Stables paid cheque for £400 and Cash £100. 

Goods have gone Out, then goods will be credited ; 
Stables received, hence he will be debited. 

Assuming that cheque is paid into Bank on day of 
receipt, as it should be, we debit Bank £400, we also debit 
Cash £100, and correspondingly credit Stables with what 
he gave. 

Stables’ account will show the balance to remain on 
credit. 
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Jan. 29. “ Paid into Bank, £500.” 


In to Bank, therefore Bank account is Debited. 
Out of Cash, hence Cash account is Credited. 


Jan. 31. “ Settled Smithells’ account, giwing him my 
Cheque for £685 and receiving Discount £15.” 


Bank has value Out, and must be credited with £685. 


A gain of £15 has been effected, therefore Profit and 
Loss will be credited thus : 


By Discount, £15. 


Smithells receives. He must be debited with the £685 
and with the service the value of which is equivalent to 
£15. Thus the entry in his account will be: 


To Bank and Discount £700. 


We have, above, eight transactions—six of them affecting 
two accounts each, one three accounts, and one four; but 
for each transaction separately, and for the whole eight 
collectively, the Debit entries exactly equal in amount the 
Credit entries. 

The act of entering transactions into the Ledger is styled 
Posting the Ledger. If we proceed to post these trans- 
actions in the Ledger already opened, it will present the 
following aspect :— 


| Dr. CASH. Cr. 

| £-|s.Jd. Els: hch. 

| Jan. 1|'To Balance | 50/0/0|| Jan. 24 | By Wages | 25 |0|0 
10} ,, Adams...]200 | 0) 0 » 29| ,, Bank 500 |0| 0 


», 14|,, Goods ...] 300 |0 0 
28| ,, Stables |100)0)0 
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BANK. 
Jan, 1/To Balance..| 500 lolol Jan. 6 By Ransome | 400 | 0| 0 
» 28] ,, Stables...J400/0]0]/ ,, 30] ,, Smithells]685|0]0 
feo) pa @ashinw ss 500 | 0 0) 
GOODS 
Jan. 1\|To Balance |375/0|0|] Jan. 14 | By Cash ...| 300/0/0 
» 18) ,, Smithells}700/0}0]/ ,, 28] ,, Stables | 800/010 
PROPERTY ACCOUNT. 
Jan. 1 To Balance | 600 | 0] 0 | | | | 
ADAMS. 


Jan, 1] To Balance | 250]0]0]] Jan, 10 | By Cash .. | 200]0] 0 


RANSOME. 
EP 6 | To Bank ...|400 | 0| o|| Jan, 1 | By Balance | 800 | 0|0 
SMITHELLS. 
Jan. 30} To Bank and Jan. 18 | By Goods ...| 700] 0] 0 
Discount |700|0)0 
STABLES. 


Jan. 28 To Goods ...|800|0|0)|| Jan. 28! By Bank and| | 
| Cash — ...| 5000] 0 
PROFIT AND LOSS. 
Jan, 24 | To Wages wsi| 25 |0|0 | Jan. 30 By Discount} 15|0/0 


CAPITAL, 


Jan, 1] By Balance |975|0|0 
| aa | | 


Notice that all our previous accounts (except Property 
Account) were affected by the trading done in January. 
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Moreover we had to open three new accounts—viz., 
Smithells’, Stables’, and Profit and Loss. 
The student should now work out Exercise 28, 


3. TRIAL BALANCE. 


We have seen that, whether a transaction affects two or 
more accounts, yet the sum of the debit entries is equal to 
the sum of the credit entries. 

We apply the name “ Trial Balance” to the collection of 
Debits and Credits found in the Ledger after posting has 
taken place, but prior to balancing and closing. 

Taking our Ledger at the point of development to which 
it has advanced, our Trial Balance will be as follows :— 


TRIAL BALANCE. 


Depits. CREDITS. 
Sots Nas ES NEB 
UW Cashes. ane es ws a 650/0]0 525/010 
2 | Bank ase aie aes ae 1400] 0) 0 1085] 0} 0 
3 | Goods sce oe wos As 1075} 0] 0 1100|0| 0 

4 | Property . ... bcc Sse bc 600] 0] 0 

5 | Adams nee Ses esis i 250|0}0 200] 0] 0 
6 | Ransome... ace are age 400] 0]0 800| 0/0 
7 | Smithells ... aa aes Abc 700/0]0 700|0}0 
8 | Stables we am, ae aes 800] 0} 0 500] 0] 0 
9 | Profitand Loss ... «.. Ba 25/010 15/0) 0 
10 | Capital owe a: Ris rae 975/0)0 
£5900] 0] 0 |} £5900] 0] 0 
desl 


Young students often neglect to make out their Trial 
Balances as they consider them useless and unnecessary 
extras. This is a great mistake. A Trial Balance is a 
most useful test of the accuracy of the Ledger-posting. It 
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is true that it will not infallibly detect errors—e.g., I might 
have on January 10th credited Adams with, say, £220, and 
have debited Cash with the same amount. The Trial 
Balance would not have revealed such a dual mistake, 
because the error in the Or. entry was counterbalanced by 
the excess in the Dr. entry. Yet we may make this state- 
ment about the Trial Balance: viz., that although it will 
not invariably prevent mistakes, yet, if it does not come 
right—i.e., if the total of the Debits is not exactly equal to 
the total of the Credits—the Trial Balance shows that an 
error has been committed. 
Work Exercises 29 and 80. 


4. BALANCING AND CLOSING. 


The task of balancing and closing still remains, but the 
student has already become familiar with this process. 
Perhaps all that we need to do is to jog his memory by 
referring to the respective lessons where he has performed 
this operation. 

He must balance, however, in the proper order—viz., 

1. Goods Account.—Take Stock: place it on Cr. side. 
Find Gross Profit or Loss, and carry it away to Profit and 
Loss Account. Bring down the Stock as opening entry for 
next account. (See Lesson IV.) 

2. Close Accounts subsidiary to Profit and Loss Account, 
carrying the balances to that account. (Lesson VI.) 

3. Balance Profit and Loss, carrying the net Profit to 
the Cr. side of Capital, or Loss to the Debit of Capital. 
(Lesson VI.) 

4, Balance and close Capital (Lesson VI.), and all the 
remaining Accounts, both Personal and Real. (Lessons 
Teer and-V.) 

N.B.—If in the Personal Accounts there are entries on 
one side only, the student has no need to balance and bring 
down; but simply add up the one side. He will save two 
lines by so doing—e.g.,1f Jones bought Goods from me, 
value £100, and there were no other entry during the whole 
month, I should simply leave the entry thus :— 
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Dr. JONES. Cr. 
£ |s.ld. £ fs ld. 
Jan.10} To Goods... } 100 |0/0 
£100 |0}0 


This is more expeditious than the following full 
balancing :— 


Dr. JONES. Or. 
Bee liseltle Snide 
Jan.10| To Goods... | 100 |0]0]| Jan.31] By Balance | 100 |0]0 
£100 10/0 £100 |0/0 
Feb. 1] To Balance | £100 | 0/0 


6, Lastly, draw up a final Balance Sheet by collecting on 
one side the Debit Balances (Assets), and on the other the 
Credit Balances (Liabilities). 

If the amount of Capital as shown by the final Balance 
Sheet agrees with the Balance of Capital Account we have 
proved our books, and can rest assured of the accuracy of 
our work, 

We proceed to close the Ledger that we have previously 
opened and posted :— 

(1) Taking the Value of Stock in hand as £60; we then 
have a Gross Profit (Cr. of Profit and Loss) of £85. 

(2) There are no Accounts subsidiary to Profit and 
Loss. 

(3) Our Losses are £25, but our Gains £100, therefore 
our Profit and Loss shows a Net Profit of £75 (carry to 
Cr. of Capital). 

(4) Balancing Capital Account I find Iam worth £1050, 
and after balancing the remaining Accounts, Personal and 
Real, the full and final appearance of my Ledger will be 
as follows :— 
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Cr. CASH. Dy. 
£ |s.Jd. me Slieuite 
Jan. 1] To Balance ...| 50|0|||Jan.24)| By Wages 251010 
nr LO}, Adams s 7521:200;}'0)| ON ret eremebari lc 500 |0}0 
» 14] ,, Goods .../300]0}0]] ,, 31) ,, Balance ...)125|/0/0 
,, 28] ,, Stables .| 100} 0} 9 = 
£| 650) 0} 0 £1 650/0/0 
Feb. 1] ,, Balance £/125/0/0 
2 BANK. 
& |s.id. Sy) Sue 
Jan. 1} To Balance ...}500|0]0)|| Jan. 6) By Ransome...| 400 |0/0 
» 28] ,, Stables 400|0]0]] ,, 380} ,, Smithells |685)0]0 
i 2ole cash 500/0|0]| ,, 31] ., Balance ...|315|0/0 
£1400] 0} 0 ¢|1400| 0} 0 
Feb. 1| ,, Balance £{315|0/0 ka 
GOODS 
£ |s.|d. Sul Salds 
Jan. 1| To Balance ...|375]0) 0 |/ Jan.14| By Cash 300 | 0} 0 
», 28] ,, Smithells .|}700|0|0]] , 28! ,, Stables 800} 0}0 
390 39 ” Gross Pro- ” 31 ” Stock in 
fit... 85/0)0 Hand 60/0/0 
£/1160| 0| 0 £1160] 0] 0 
Feb. 1| ,, Balance .../£60]0/0 ie 
PROPERTY ACCOUNT. 
Se \ Galas SP tala 
Jan. 1] To Balance £/600]0]0 
ADAMS. 
£& {s.\d. Seioniae 
Jan. 1| To Balance ...|250|0)|0/!Jan.10| By Cash 200 |0]0 
a rey 31 9 Balance ...| 50/0/0 
£| 250 |010 £| 250) 0) 0 
Feb. 1] ,, Balance .../£50 |0 0 De 


HOW TO PROVE, 8i 


a 
eS ee 


Dr. RANSOME, Cr. 
, So) | Sas £ |s.id. 
Jan, 6 To Bank --.|400}0/0|/Jan. 1] By Balance ...| 800|0|0 
» 931} ,, Balance ...| 400 bake = 
£| 800} 0/0 £| 800] 0} 0 
| |/Feb. 1 ,, Balance £/400/0/0 
SMITHELLS. 
£ |s.|d. | £ |s.|d. 
Jan.30| To Bank and Jan,18} By Goods ...} 700} 0] 0 
Discount ...| 700 | 0| 0 
STABLES. 
£ |s./d. £ |siid. 
Jan.28| To Goods _...| 800] 0] 0 || Jan.28) By Bank and 
Sie | lent OL Cash _—...| 500}0}0 
Deen , Balance .../300/0|0 
£| 800 | 0] 0 £| 800 | 0} 0 
Feb. 1] ,, Balance £| 300 Olo Dal 
PROFIT AND LOSS. 
£ {s.}d. £ |s.\d. 
Jan.24| To Wages ...] 25/0] 0|/ Jan.30) By Discount...| 15]0} 0 
» ol} ,, Net Profit », 31] ,, Gross Profit} 850) 0 
(Credit of =, 
Capital) ...| 75/0} 0 ae 
£| 100] 0} 0 £| 100 ae 
CAPITAL. 
£ |s.\d. £ |s.jd. 
Jan. 1| By Balance ...|975}0) 0 
» 81] ,, Net Profit | 75/0)0 
£)1050} 0 °| 


IOI, 3h 6 
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FINAL BALANCE SHEET, 
Liabilities. 3lsr JANUARY. Assets. 
— - - —w 
Se eel Ge £ s.\d. 
Ransome ae 400 | 0/0 ee PP me ate : , 
Capital ... ere 1050 | 0| 0 ank ..: ie 5 
ad a ets ESP Goods ss. ae 60 |0/0 
Property gel) OOO ONO 
Adams ne 50 |0\|0 
Stables 507 300 | 0} 0 
£1450 ae £1450 | 0/0 


This Lesson is somewhat lengthy and very important; 
the following summary gives in one view all the processes 
necessary in order to Open, Post, and Prove our Ledger. 


i 
2. 


A. Open 


is 
B. Enter all }2, 


subsequent 
transactions | 3. 


ip 

C. Balance and |9. 
Close in this 

order. 3. 


4. 


By making a Preliminary Balance 
Sheet. 5 

Opening Ledger Accounts for each 
item of this Balance Sheet, and 
entering amounts in accordance 
with the rule. 

Assets are Debits. 
Liabilities (including Capital) 
are Credits. 

Remembering that every transaction 
affects at least two accounts. 
That the Dehit entries must equal in 

amount the credit entries. 

That the entering must be carried out 
in accordance with the three fund- 
amental rules of Bookkeeping. 

Goods (carry Profit or Loss to Profit 
and Loss Account). 

Subsidiary Profit and Loss Accounts 
(balances to Profit and Loss). 

Profit and Loss (balance to Capital). 


Capital and all remaining Accounts, 
both Personal and Real. 
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D. Prove by drawing out Final Balance Sheet, remembering 


(a) That Debit Balances are Assets. 


(0) That Credit Balances are Liabilities, 


If the amount of Capital as thus obtained in the Balance 
Sheet agrees with the balance indicated by the Capital 
Account we are absolutely correct in our work, 


EXERCISE 27. ~ 


The following is a statement of the affairs of Messrs. Jones & 


Higginson on Jan. Ist, 19.. 


open the Ledger. 


Make out (a) a Balance Sheet and (0) 


They owed Robinson 
Crisp owed them 
Amount due to Pearce ... 
4 Pn 5. (DaAKeD a... 

Stephens owed them 
Barrett x op 
Sundry Debtors ... 

9 Creditors 
Cash in Hand 

» at Bank 
Value of Premises 
Stock in Hand 


Loan from Birkbeck Building Society 
on Mortgage of Premises 


Jones’ Capital ‘ ; 
The Balance is Higginson’s Capital 


ron 
ow oa © 


© ¢s 
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HOW TO PROVE. 


EXERCISE 28. 


» 


Open Ledger Accounts and enter the following transactions for 
December 19.. 


” 


14 


18 


” 


20- 


” 


22 
24 


” 


30 


” 


Began Business with Cash ve 
Sent to London and Yorkshire Bank... 
Bought Goods of Hirsch & Co. 
Sold Goods to Josephy & Co. ... 
Bought Goods and paid by Cheque 
Sold Goods to F. Earl ... ; 

* ee be aren 


Paid Hirsch & Co. :— 
Cash st we wae de 20 
Cheque 20 Poet witha 
Discount aie aie 5 


Sold Goods to Josephy & Co. ... 
Received Cash from Josephy & Co. 
Sold Goods for Cash 
BOUSH tis 55) a5 oe 
SOC METumrss  CUCKUC. sy. 

es » to Josephy & Co. 
Received from Josephy & Cu. :— 


Cash ... ee can fae O) 
Cheque ae oe LY, 
Discount ae eee 10 


Paid Rent by Cheque ia 
» Lrade Expenses by Cash... 


200 
40 
50 
55 
43 
35 


50 


200 
30 
12 


ap Xe 


10 


(5). = S) 


EXERCISE 29, 


Make out the Trial Balance of Exercise 28, 
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EXERCISE 30. 


Draw up a Trial Balance from the Ledger given below :— 


7 


, | 

0 O 00g 0 OT 2 | OOM E | 9 Lf i | 0 OI LE 
hee © lp? 3 aise E +3 Le oe 

| |l- 
4) “IVLIAVO uq ||"49 ‘SHSNGaXM wg |l-“gQ ‘“aINAOOSIq ‘wg || ‘ug ‘INA “Or 

GaVvay, 
0 O OF 

0 0 Og LO Oe Sg: OR O8-S 0 0 08 OOF O08 NOMOM OL ORO ORE 
We Se Bee We Ss OF RS SAN Ome SS ia OS Pees: 
79) “ISU “qd ||4O ‘SIKVITIIM “gq ||"49 “HIavVMoH ‘ug ||-49 <‘suMuvag ‘ug 

OF 0:09 0 O 08 O OL 646 9 <I 9 
ORO OSE 0) 0 89 5).0 0) (SS 0 0 086 |10 O O€ 0-0 09) |\.0: 70°08 0 O OSF 
OY OE Tas NFORCE BIOS A SR OS a 1D EP SND NG: DEN 5 

| | 

79) ‘MUVION Ld || “49 ‘sao0y ug || 49 “HSVO “|| 49 INV P76 6 
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EXERCISE? 31. 


From the Ledger given in Exercise 30 draw out a Profit and Loss 
Account and Final Balance Sheet. Take the value of Stock-in-hand 
at £255. 


EXERCISE 32, 


From the following Trial Balance make the necessary entries 
in order to close the books; draw out Goods Account, Profit 
and Loss, Capital, and a Final Balance Sheet. Take the value of 
Stock-in-hand at £387 10s. 


Dr. DECEMBER 31ST, 19.. Cr. 
£ ’. id. BS, 8. | d, 
501 | 13 | 4 || Bank ... see eee wae 373 | 5 |-0 
266 | 12 | 0 || Cash ... = Sere ae 239 || “b)| 0 
505 | 214 || Goods ... we ee 5 280 | 3] 8 
189 | 10 | O || Sundry Debtors or ae 18 | 13] 4 

11 | 6{|8 | Sundry Creditors... oes 11 6|8 
47 | 21|8 || Rundle... ae a bg 81) 13814 
16 | 13 | 4 || Brabant ase one ae 16 | 13 | 4 
77 | 124 || Hunter... Cn ia abe 8 | 13 | 4 
333 | 10 | 2 || French... — nin bas Sooo Mee 
35.| 6] 8 || Botha ... are bo noe 55] 410 
|| Capital... ist aa a 628 | 13 | 4 
|| Interest 4 3| 4 
2 6 | 8 || Discount 6)| 13 | 4 
5 | 10/0 || Bad Debts 
15 | 11 | 8 || Trade Expenses 
£2007 | 17 |10 £2007 | 17 |10 
_—S —— 
{aaa 
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EXERCISE 33. 


87 


Open the Ledger from the following Balance Sheet, then enter the 


remaining transactions and Prove: 


take the value of Stock at 


£350 :— 

Liabilities. BALANCE SHEET, JUNE 30TH, 19,, Assets. 

£ £& 
Pearce... 80 || Cash 50 
Jackson 110 || Bank ... 250 
Laverack 35 || Goods... 600 
Austin 75 || Lambert 40 
Capital 750 || Spink ... es, 60 
——, Wiestar a's Se 50 
£1050 £1050 

£ 
July 2 | Sold Goods to Davis a sy sgt se 120 
, 6| Paid Pearce by Cheque... 0. ° 0. 80 
fete) » Jackson by Cheque... ae wis ase 110 
. 10 | Lambert paid me Cash ... oa ee rier 40 
,. 12 | West paid me Cash eas sf ie * 50 
,» 14 | Paid Cashinto Bank ... Se sit me 100 
», 20 | Cash Sales . aoe ae st svar aie 50 
,», 22 | Sold Goods . Spink... aot Ag of 140 
» 26 | Davies paidme ... are ae es 100 
,, 28 | Spink paid me by Oheatte ae Pe 448 150 
3; 20 || Paid Rent .... = oa = ‘ wie 30 
aes ») rade: Expenses’ .-. Ba er ae 25 
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HOW TO PROVE. 


EXERCISE 34 


Draw up a Preliminary Balance Sheet from the following, continue 
the entries for February, close and prove :— 


I owed to Raper ... 
Heath owed me 
Colley owed me 
I had Cash in Hand 
I owed the Bank . 
My Shop was worth ; 
My Stock-in-Trade was valued at 
Due by me to Woodward 
Due to me by Wilson 
Sold Goods to J. H. Riley 
Bought Goods from HE, §. Riley... 
Paid Raper by Cheque 
Sold Goods to Bradley 
Paid Wages 
Rates due ... 
Paid Rates... 

», to Woodward 
Colley paid me 
J. H. Riley paid me 
Paid Cash into Bank 
Cash Sales ... 

», Purchases 
Trade Expenses paid 
Value of Stock 
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EXERCISE 35. 


Enter and prove the transactions of G. H. Moon; keep separate 
accounts for Groceries, Draperies, Furniture, and Goods. 


£ 
March 1 | Cash in Hand ... aA a Ads a 180 
9 5 sy ath Banke <5 ner one ae oe 950 
»  » | Moon owed Brown ... 360 ane 2 800 
» » | Barrett owed Moon ... or a 385 600 
e ,, | Groceries in Hand se ASS at Bae 3525 
wl. 5. |) Draperies in Hand ~.5. om ae a 1615 
Be » | Furniturein Hand ... ae a8 a, 1850 
5 ,, | Goods in Hand... aa5 ate sot a 6517 
» 3] Sold to Whitley, Goods Sek aa 2 850 
F 6 » 9», scott, Furniture Ts ss ut 450 
re LO) » », Midgley, Draperies... Bde sa 250 
» 16 | Bought Goods from Ingleby ... ae +3 1250 
» 20 | Sold Groceries to Lawrence ... beg ai old 
» 24] , Furnitureto Holmes ... es a 180 
», 31 | Cash Sales of Groceries sae “25 a 1800 
Pw 5s x »  9-Hurniture me ae tc 1000 
sees es 5 een GOOGSME oe wae So: 2150 
‘Pes I > 4 Draperies a ins Ae 325 
» » | Lrade. Expenses paid ... Ae 500 i 150 
Pes sieWaces paldy” cn. ode 506 a5 ae 81 
» » | Paid Ingleby by Chequ ae om a 1000 
» » | Walue of Stock: Groceries ... % a 1670 
Pe is Pe mete FD Draperies... as a0 1050 
Ai Pot, year a Furniture... ee eee 200 
a TS, STs OR) Goods a a Ber 5050 
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EXERCISE 36. 
NationaL UNIon oF TEACHERS COMMERCIAL CERTIFICATE. 
Elementary. Time alowed, 3 hours. 
1. Explain: Discount, Interest; Commission, Debit, Credit, and 
Posting. 
2. Distinguish between :— 
(a) An Invoice and an Account, 
(6) Insolvent and Bankrupt. 
(¢c) Gross Profit and Net Profit. 
3. James Williams, Merchant, commenced business on Jan, 2nd, 
1899, with Cash £530, Goods £1,050. John Brown owed him £210, 
and: Charles Hoskin £160. His creditors were Henry Hunter £120, 
and. Thomas Lane £80. Open the Ledger and post the following 
transactions to their proper accounts, draw out a Trial Balance, 
then balance the accounts, and make out a Profit and Loss Account 
and Balance Sheet for the period in question. 


¢ 


£ 18. | a. 
Jan. Sold Goods for Cash wee ies ons 70 | 10) 6 
Cash Purchases... Be A, 120 | 15] 0 
* 3% | Bought goods of H. Hall. iA pean War GON COAG 
je Paid H. Hall, Cash , oo 40| 5] 6 
” 5 | Henry Hunter bought Goods of me... 84} 0} 0 
” 7 | Paid for Stationery ge SAMO 4|12| 6 
. Sold Goods to H, Hall oa) pasill -.. 80] 0] 0 
” 9 | Bought Goods of John Brown ... ... 50] 0}; 0 
” 40 | H. Hall paid Cash on Account . ae 201} 0] 0 
i Received Cash of J. Brown... 8 | 0| 0 
” 1) | Paid Cash to Thomas Lane, £78, and 
i he allowed Discount £2 ee SOU Ose 
13 | Sold Goods to R. Wilson be os 300 | 0} 0 
” 44 | Received Cash of R. Wilson ...  ... || 200] O| 0 
i Paid Gas Account.. ~ <e de 471 sO a O 
”» ” | Paid Wages . geee Nes 18 |) Ohl) © 
” +> | Received of H.Hall,Cash ow... 30 | 0] 0 
” 1 | Sold Goods to J. Brown . wate TOR 50 | 10.| 6 
” 99 | Received of J. Brown, Cash... one 100; | 205),0 
” 91 | Cash Sales . a 250 | 12 | 6 
e Paid Cash to H. Hunter, £34, and he 
vari i allowed Discount £2 ... ‘ : 36 | 0| 6 
,, 24 | R. Wilson paid me 4 Sac cae 80! 0} 0 
’ 55 | Sold Goods to Charles Hoskin ... 40| 0| 0 
” 96 | Received Cash of Charles Hoskin, £175, 
: and allowed him Discount £5 180 | 0] 0 
,, 27 | Bought Goods of Walter Wells .. S36 160" (0:1 0 
_ 28 | Drew Cash for Private Expenses Fc 20} 0| 0 
31 | Credit Interest on Capital ees a 7) =O71 70 
, y, | Goods on Hand valued at ee a 850 | O| 0 


LESSON VIII. 


THE JOURNAL. 


In order to confine attention to the main principles of 
double entry bookkeeping, we have so far only entered 
transactions into the Ledger direct. In practice, the 
method is usually adopted of entering them first into a 
book (or books) in such a way as will facilitate their post- 
ing into the Ledger, the advantages of such a course 
being— 

(1) That there is a chronological record, the transactions 
being entered in the order in which they occur. 


(2) That by keeping separate books of entry for special 
classes of transactions the number of postings into the 
Ledger may be greatly reduced, and 


(8) That in the event of any error occurring in the 
Ledger it is easier to locate it and to trace its source than 
if only the Ledger were kept. 


A book in which transactions are entered as they occur 
and resolved into their debits and corresponding credits 
preparatory to their being posted into the Ledger is known 
as a Journal. 


At most of the examinations in bookkeeping, “journal” 
paper is supplied to the candidate. This paper is ruled 
in the ordinary English fashion—viz., with two money 
columns on the right-hand side, one for the debit, and the 
other for the credit entries that will ultimately be made in 
the Ledger. There is also a column for the folios or pages 
of these entries. 


We shall now illustrate the use of the Journal by aid of 


the following simple transactions :— 
91 
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19.. & 
Aug. 1. Cashinhand .., — ae es neo KD) 
es SR Sw eles esi 

Goods valued at see te oe ... 280 

Jones owes me... Spe se a ooo AU 

I owe Brown ... Dar aes iat oe LD 

», 3 Sold goods for cash... a SA ... 125 
», 6. Sold Robinson goods ... — ane, Gly 
Robinson paid me on account sa steal) 

», 8 Paid into Bank : L. xed om "60 
5, 12. Paid Brown by cheque a a ae te 
Discount allowed ies 2 


5, 20. Jones is bankrupt: I receive a first and 


final dividend of 10/- in the £ on his debt ¢ 2 

., 26. Rent due, but unpaid... bbe 5 
,, 30. Paid wages for the month ... Fie ee 
Drew cash for gyi gaa sas ede LD 

», ol. Value of stock .. Hic ca sar Las algal 


Opening Entries—In regard to our opening entries, we 
apply the rule previously mentioned—viz., 


Debit the Assets. 
Credit the Liabilities. 


Enter the names of the Ledger Accounts and the amounts 
as shown on page 94. In this case our Assets amount to 
£430, and our only Liability to £75; hence we possess 
Capital, and accordingly Capital must be credited with the 
difference, £355. 

At the end of the opening entries rule a line across the 
cash columns and cast them, thus making a break before 
commencing to enter the transactions. Both sides should 
be cast, as mistakes are frequently made in ascertaining the 
Capital. 

Subsequent Transactions.—In reference to all subsequent 
transactions, the student will proceed on the same lines as 
when he entered them directly into the Ledger, except that 
his entry will be made in Journal form instead of Ledger 
form and will therefore be more simple. He must first 
find out what accounts are affected. Remember that two 
accounts (at least) will be mfluenced. ‘Then, having satis- 
factorily ascertained the names of the accounts, submit 
each transaction to the test of 
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THE GOLDEN RULES OF BOOKKEEPING. 


I. Debit the account for what comes In: Credit it for 
what goes Out. 


II. Debit the Receiver: Credit the Giver. 


III. Debit the account with Losses: Credit it with Gains. 


Remember the value In or Out may be in property, debts, 
or services. 

Value of Stock.—The value of goods on hand is not 
entered in the Journal. 

Finally, cast up both columns and see that the amount 
of the Debit entries is exactly equal to the amount of the 
Credit entries. 

Not only should the total of the Debits agree with the 
total of the Credits, but they should agree with the totals 
of the Trial Balance when gross postings have been entered 
in the latter. 


The Journal is shown on page 94. 


POSTING THE LEDGER. 


We now turn our attention to “posting”—.e. to re- 
cording the Journal entries in their proper Ledger accounts, 
which is more or less a mechanical operation, but requiring 
care to be accurate and practice to be expeditious. 

Some clerks complete one transaction at a time—e.g. in 
posting the entry on August 3rd—viz. 


Cash Dr)... aes Sah £125 
To Goods bee es ea peel 


They would first turn to the Cash Account, and on the 
debit side of it write— 


Aug. 3. To Goods se Ee wv. 125 
Then turn to the Goods Account and credit it, writing— 
Aug. 3. By Cash... shi be Pe eel 2S 


Having made the two entries in the respective accounts 
the Bookkeeper would (1) enter the Ledger folio in the 
Journal, and (2) enter the Journal page in the Ledger. 
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JOURNAL. 
~ 
D: nee Ledger | as ets 
ate, Entry. Polio. Debit. Credit. 
What £ Sas £ Salads 
Aug.|1| Cash, Dr. 25 10 
Bank ,, ee 90 
Goods ,, Ac 280 
Jones ,, ia BOR é 
To Brown ... WS 
», Capital... 355 
430 Glen : 430 
$) |e eCash Dr! A T25a" 2 , 
To Goods ... | 125 
», |6| Robinson, Dr. BY {hes A 
To Goods ... 30 
ol Cash: ana 20) ||. : ‘ 
To Robinson 20 
3, |8| Bank, Dr. As 60 z 3 
To-Cash ” 3: 60 
59 (12| Brown, Dri aan Waa I oe ; 
To Bank ... 73 
,, Discount 2 
3, |20| Cash, Dr. etd 25 
Bad Debts, Dr. CAT ae d 
To Jones ... 50 
», |26| Rent, Dr. rere 5 : ; 
To Expenses ; 
Outstand- 5 
ing 
»5 |30| Wages, Dr.~... GN ; 
LG Cashier scs 5 
Current (or Capi- ; ‘ 
tal) Dr. 15 T57 esl ees , 
To Cash ... 
LS ome roll lle a9) lee : 
ee 


We strongly recommend the student to accustom himself 
to the above type of Journal, as he will meet with it both 
in examinations and actual practice. 
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Others prefer to finish one account at a time—e.g. we 
will post the Cash Account from our previous Journal. 
If we look down the debit side of the journal, we find 
that, in addition to the opening entry on August 1st, Cash 
is debited on three occasions. Similarly, looking down 
the credit side, we notice that Cash is credited three times. 
Hence all we need do is to make four entries on the Dr. 
side of Cash, and three on the Cr. side. We do this by 
writing the date, the name of the other account involved, 
and the amount; then our Cash Account is complete and 
ready for balancing. 


Dr. CasH. Cr. 
Siz. £ 190 £ 
Aug. 1] To Balance ... | 10 |; Aug. 8] By Bank ... | 60 
Sra lense AOOUS. act lao Be SUNT ne acesuns.. 5 
Ole. ae hObInsone cl 20 Current ... 15 


», 20] ,, Jones ae 50 eeu »? (or Capital) 


The latter method is probably the more expeditious, and it 
gives the bookkeeper the opportunity of constructing his 
‘Trial Balance simultaneously with his posting, but as 
there is greater liability to omit entries even when the 
Ledger folios are inserted, we advise the student to adopt 
the former method and complete one transaction at a time. 


In posting the opening entry, we write in the accounts 
for Cash, Bank, Goods, and Jones respectively, on the Dr. 
side— 

Aug.1. To Balance... .... (and the amount) 
and in the accounts for Brown and Capital, on the Cr. 
side— 

Aug.1. By Balance... ... (and the amount). 

If the person whose journal we are posting had only 
commenced business on Aug. 1, we should have had to 
enter “To” or “By” “Capital” instead of “ Balance,” 
and in the Capital Account on the Cr. side the names of 
the accounts representing the Assets and on the Dr. side 
the names of the accounts representing the Liabilitics 
which he had when he commenced business. 
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The only other entry calling for comment is the com- 
bined one of August 12th— 


Brown, Dr. oe ESA) 
To Bank Rd: £73 
» Discount... ee. 2 


In the Bank and Discount Accounts respectively we 
shall enter, on the Cr. side— 


Aug. 12. By Brown... (and the amount) 
In Brown’s Account, on the Dr. side, we must enter— 
Aug. 12. To Bank and Discount £705 
or better— 


Aug. 12. To Bank aK sf £73 
Pe ee, Discount ... ay 2 


The word “ Sundries” is frequently adopted in posting 
such Journal entries, but as it conveys no information as 
to the other accounts involved in the transaction it should 
only be used when such information is not necessary. Jn 
bookkeeping it is not merely the final result of the business 
done and the position at the close that we wish to ascertain, 
but we also require a clear and complete record of all the 
transactions that have brought them about, and the classi- 
fied record, the Ledger, is often the more convenient one 
to refer to for information. Students in journalising 
transactions and posting them into the Ledger should 
always bear in mind the words of Professor Dicksee :~— 

“Jt is necessary that the record be so explicit that, at 
any subsequent time, the exact nature of the transaction 
may be readily perceived without the aid of the memory.” 


Abbreviations in Journalising —The number of entries 
in the Journal and Ledger may often be reduced by the 
judicious combination in journalising of transactions of 
similar type occurrmg on the same day. Thus if we 
had :— 

Sept. 6. Bought goods of Brown, £10 
» 9», Bought goods of Smith, £15 
» » Bought goods of Robinson, £20 
the Journal entry would be— 
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Sept. 6. Goods, Dr. ... LA5 
To Brown ... Ape £10 
5 OAM 50 ae 15 
» Robinson sn 20 


(In posting it would be permissible to enter in Goods 
Account—T'o Sundries £45, as it is not necessary to keep 
a record in the Goods Account of the separate values In.) 

Again, suppose that on one and the same date (say 
August 16th) the following transactions occurred :— 


August 16th. Paid Trade Expenses si £10 
Drew for Self si mae 15 
Paid Haydon oes en 25 
Paid into Bank Be so 50 


There will be no need for four full entries; Cash has gone 
out on all four occasions, and three lines can be saved by 
summarising thus :— 


Trade Expenses... B08 “as £10 
Current (or Capital) slp oe 15 
Haydon B86 age sae 25 
Bank ... vas ss es oat 50 
To Cash ee £100 


(If the Cash Account is the only classified record of the 
imcoming and outgoing of Cash, it is desirable to give the 
full particulars by entering the four items separately on 
the credit side of the account instead of ‘By Sundries” 
only.) 

Two dissimilar transactions such as— 

Bought Goods from Baker, 
Sold Goods to Taylor 
must not be combined. 
Such transactions as— 
Sold Goods to Johnson oh Cash, £100; 
an 
Sold Goods, £100, to White, and received £50 in part 
ayment, 
should be dealt with in the manner indicated in previous 
lessons. 
IAI ME 7 
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EXERCISE 37. 
» 


(Ser at CoLLEGE oF Preceprors’ EXAMINATION.) 


Journalise the following transactions :— 


” 


10 


” 


—_ 
or 


Commenced business with Cash 
Sent to Union Bank 

Bought Goods of Baron & Co. 
Sold »  toC. Duke 


Bought ,, and paid ae Cheare « on 
Union Bank 


Sold Goods to D. Earle ... 
* » for Cash 
Paid Baron & Co :— 


or 


Cash 3 are Acie aly 
Cheque on Union Bank ... 100 
And was allowed Discount 8 


Sold Goods to C, Duke 
Received Cash from C. Duke 
Sold Goods to O. Pope 
Bought Goods for Cash . 


Sold Goods for Pear = sent it to 
Union Bank 


Bought Goods of Baron & Ce oer 
Sold Goods to D. Earle . 

D. Earle paid me Cash 

Sent to Union Bank 

Sold Goods to O. Pope 

O. Pope paid me Cash 


Paid Cash for Trade SS ae ong 
the month 


ao cost of Goods dona 


160 
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EXERCISE 38, 


Journalise, post, and prove the following :— 


99 


January lst Ledger Balances brought forward :— 


Dr. Cr. 

fg Be ae ge s da. 
Cash ... rae GH Tate ale 
Bank ... B45 9 5) 
Goods... : 138 1 8- 
Johnson & Co, 41 5 3 4} 
J. Watts $5 4 Hye 
G. Brown ite Riemer: @ 
W. Smith 111 Dig pls 


Sold W. Valentine, Goods 43 
Paid into Bank . as 100 
Bought of $. Franfort, ence 716 
Sold W. Valentine > 452 
Paid §. Franfort, by Chea, on ac- 
count 350 
Bought of J. Watts, pond 63 
Received Smith’s Cheque ibylal 
Received of Johnson & Co. to pilates 
their account fas oe 39 
Paid J. Watts, by Chita 509 ee 85 
Paid G. Brown, Cash 15 
Discount eis 400 508 |) = 
Sold Jobnson & Co., Goods... pelle Loo 
Paid Petty Expenses for Month Sa 8 
Value of Goods on Hand 5 


15} 0 
0| Oo 
Ball 8 
Le) er 
Oo} 0 
120 6 
9} ll-+ 
41 0 
AN tea 
10] 0 
Tale 
(On|as0 
Onan? 
o| of 


100 
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EXERCISE 39. 


Journalise the following transactions :— 
(Slightly modified College of Preceptors’ Examination Paper). 


I) Eg 
Jan, 1 | I have at Bank... 1000 
I have on hand, Cash ... 750 
I have on hand, Goods.. 360 
» 2 | I sell Goods to B. ee 230 
» 8 | Lsell Goods for Cash to W. Vetares 3 
» 6 | I place in Bank, Cash.. 250 
» 6 | Ipurchase Goods for Cash from R. Dale 127 
» 8 | B. Lacy settles his Account by Cheque, 
less Discount 5 per cent. 
e o\-4 purchase Goods from W, White 240 
jg | L return part of these Goods as an 38 
2 suitable we ; 
, 15 | Fortnightly Sales over Come 24 
Fortnightly Petty Expenses paid 12 
» 171} I pay W. White by Cheque £200, and 
am ailowed balance as discount 
for transactions on 9th and 12th. 
» »,| J sell G. Hardy Goods a 124 
» 19 | L[purchasedfromW. Lane Goods, valued 
at £280, and gave hima Cheque 
for £175, the balance to remain. 
. 20 | I withdraw from Bank... aoe (43) 
.. 22] I purchased at Auction my business 
premises for £1,200, borrowing 
from Bank £1000 for that purpose 
and paying the rest by cash. 
» 24] I pay for rent up to date of purchase 7 
» 29 | Fortnightly Cash Sales : 26 
» » | Fortnightly Petty Expenses paid 18 
», 3l | I pay monthly salaries by Cash 22 
» », | Lhe Bank charge for interest on the 
above £1000 for 10 days. 1 
» 9 | L value Goods on hand at: 600 


SoS o7S7S So Jay 
\ 


i ec 
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EXERCISE 40. 


CoLLEGE oF PREcEPTORS’ EXAMINATION. 


Journalise, Post, and Prove the following :— 


A Firm at the commencement of the year 19.. 


has on hand: 
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Cash £250 
Goods a 1250 
Business Premises ene 2000 
Cash at Bank 1360 
ES ge ids 
Buy Goods from T, Isaacs 450} OO} O 
pelluia., to R. Day ‘ 120 | 0 0 
Purchase Goods from W. wae) PRY (| 5) |) 33 
Sell Goods to W. Doughty 129g) CLE 
Send to Bank, Cash 4 100} O} O 
Pay T. Isaac’s Account, by keane 445 | O] O 
By Discount oa St oO 
R. Day forwards Cash ae || Ol, 
Pay to W. Knight, Cash ... Si) Se 
Draw from Bank 50510)! 0) 
Goods received from W. Kelly 28on Cele 9 
Sell Goods to W. Driver, for Cash 7 Ale C0 ee) 
* 5 » Credit 100} O]} O 
ie Cash to W. Knight 137 |} 15 |. 6 
Forward Goods to R. Day a G5 || |) 
* ea Douchtyar.. T3709) |e 5 
o » W. Driver jE als) || ate 
Ww. peer forwards his Cheque ... 30) 70"). 0 
W. Doughty pays into Bank Account 240; 0] O 
R. Day pays by Cash 150) | eO: |e O 
And is also allowed a Divcount: | : S| 40>) 0 
Purchase Coals for Office and pay by Cash 4/110] 0 
Pay by Cheque for Insurance of Premises Go) elas 
Monthly Current Expenses paid by Cash. ZO ON eS 
" Salaries ... ee ae 5, 25 10 + 
5 Cash Purchases... 36/14] 4 
Sales 150) 5] 5 


” 


Goods on Hand valued at £1448 ie 1d... 
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NationaL Union or TEACHE 
Elementary. Time allowed, 3 hours. 


1. Explain: Assets, Liabilities, Capital, Solvent. 
2. John Brown & Co., Limited. Explain the meaning of the word 


THE JOURNAL. 


EXERCISE 41. 


‘‘ Limited ” as used here. 


3. Henry Green commenced business on Ist January, 19 . 
Cash £990. 10s. 6d., Goods, £1,009 9s. 6d. John Black owed him 


> CoMMERCIAL CERTIFICATE. 


£250, and Walter White £70. He owed Thomas Brown £360. 


You are required to journalise the following transactions, to post 
them to their proper accounts in the Ledger, to draw out a Trial 
Balance, then balance the accounts, and make out a Profit and Loss 


Account, and Balance Sheet. 


19... 


., with 


Bought Goods of W. Grey 
» 9, John Black 


Paid T. Brown, Cash £355 10s., and Ke | 


allowed Discount £4 10s. 


Received of W. White Cash £68 £108., 
allowed him Discount £1 10s. 


Sold Goods to T, Brown.. 


John Black paid Cash £147 10s. ern 
him Discount £2 10s. ... , 


Paid W. Grey, Cash £173, Tenant ie 
lowed £2 10s, 6d. sae : ei 


Paid Rent . Rae 

», Water Rate ... ons 
Cash Sales... 

», Purchases 
Paid for Stationery 
Received of T. Brown, Cash 
Sold T. Brown, Goods 
Bought Goods of John Black 
W. Grey bought Goods of me 
Paid Wages 3 
Drew Cash for Private mapenwes 
Interest on Capital 
Goods on Hand 


eoqooocoqCcooqocoe ca an 


LESSON IX. 
SALES BOOK. BOUGHT BOOK. CASH BOOK. 


WE mentioned at the beginning of the last lesson that 
the number of postings into the Ledger may be greatly 
reduced by keeping separate books of entry for special 
classes of transactions. 

Up to the present, we have, with few exceptions, dealt 
with transactions separately, having for each at least one 
debit and one credit entry. The exceptions have been in 
dealing with transactions of a similar type occurring on 
the same day which it was possible to combine, so that 
one entry for the total value in was equal to the total 
value owt entered in a number of accounts, or one entry 
for the value owt equal to the total value in entered in a 
number of accounts, labour being saved without making 
the record less explicit. It must, however, be pointed out 
that the method shown is limited in its application. The 
purchases and the sales which we have combined have not 
included details of the goods, and the cash transactions 
combined have not included discount; had such complica- 
tions been introduced, combination in the ordinary Journal 
would have been impracticable. All the difficulties and 
the restriction as to transactions being of the same date 
may be overcome by employing the principle in another 
way, viz. in the combination of all transactions of a like 
nature in a special Journal for that class of transactions 
only. 

‘a business the great bulk of the transactions may be 
divided into a few classes such as purchases, sales, and 
receipts and payments, and by providing special Journals 


‘for Purchases, for Sales, for Receipts and Payments, and 


for other classes of transactions which may be sufficiently 

numerous to warrant special treatment the posting may be 

reduced by practically one-half, while the record in the 

special Journals will usually be in more convenient form 
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than that which would otherwise appear in the ordinary 
Journal for such transactions. 
Let us consider the following transactions :— 


if Rose - £ 3. da. 
Jan. 6. Sold goods to D. Dodd ... 15 10 0 
» 18. Sales to W. Wallace ee Om 
» 19. A. Wright bought goods... 14 7 6 
» 24. W. Long purchased goods 9215 0 
» 26. Invoiced goods to T. Short 11 5 0 


» 27. Sent S. Waddy goods to 
his order ae ctu Oe 


If these six transactions pass through the ordinary 
Journal we have twelve postings, viz. six debit entries to 
Personal Accounts and Goods Account credited six times. 
On the other hand, if, instead of passing them through 
the ordinary Journal, we make a special Journal, as follows, 
for credit Sales we shall save five postings :— 


SALES JOURNAL OR SALES BOOK. 


DATE. Name. eae AMOUNT. 
Oe. ny Ee a) 
Jan. 6]|D. Dodd ... oes Said ei 5 10"-O 
» 18) W. Wallace mae res soc 26 12 6 
» 19] A. Wright a ALE oe 147 6 
gy 4 Wieluong ox. 08 Fe te 915 O 
St Ou bs OLDER. ee sis ae Leger 0, 
» 27|8. Waddy... wa ae a O50) 
£84 10 O 

| cyst t eau 


We post the items as they occur to the debit of the 
account of the person named, and at the end of the period 
post the total to the credit of Goods Account (or Sales 
Account) direct, or, if required to do so, by means of a 
Journal entry :— 

LO 
Jan. 31. Sundry Accounts as per Sales Book £84 10s. Od. 


To Goods (or Sales) Account .., £84 10s. Od. 
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thus making for all the separate debits, however many 
there may be, one corresponding credit. 

The book, which is also known by the names Day Book 
and Sales Day Book, may be ruled in many different ways 
according to requirements. The form which we have 
shown is the simplest and would suffice where outward in- 
voices (i.e. the statements rendered to purchasers at time 
of sale setting forth the quantities, prices, and other 
particulars of goods sold and the terms of payment) are 
duplicated and filed or press copied, or for examination 
purposes where no information is given other than that 
“Goods” are sold. If only one Goods Account is kept 
and details are required to be recorded the introduction of 
a “ Particulars” column after the “Name” column will 
sometimes meet the case; if a customer’s purchase includes 
different kinds of commodities an extra cash column will 
be necessary, one being required for cash details and the 
other for the total. If several Goods Accounts are kept, 
but not otherwise, “analysis” cash columns must be added 
to show the value of each class of goods sold. We have 
now mentioned three additional forms of Sales Journal or 
Sales Book; their use will be seen from the following :— 


g A ANALYSIS, 
Date, | NAmMm. PARTICULARS, q |L.F a 
A & | Tea. | Coffee. | Cocoa. 
19.. Example No. 1. £| £ £ £ 
Jan. 1|C. Dee | 6 cwt. Coffee at 90/- 27 
Example No. 2. 
» 2|T. Job | 5 ewt. Coffee at 80/- | 20 
6 cwt. Coffee at 90/- | 27. 47 
Hxample No. 8. 
» 38|G Way | 8 chests Tea, 160lb. 
at 3/- 560 vee | 24 
10 cwt. Coffee at 80/- | 40 
4 cwt. Cocoa at 105/- | 21 85 | 24 | 40 21 


“Details” column is only used when there is more than one item in 
invoice. 
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When the particulars to be entered are lengthy, the 
following form of book should be used :— 


SALES JOURNAL OR SALES BOOK. 


DEN TO CRD. January 19...... £ £ 
16 

Smith & Co. 
36 doz. Hlectro-plated Table 
Spoons at 50/- per doz. 45 
(trade disc. 50 per cent.) 
80 Cycle Lamps at 12/- each 36 * 81 
(trade disc. 25 per cent.) — 


Analysis columns may be added to the right if separate 
ledger accounts are kept for the different commodities sold. 

Terms of payment and mode of conveyance should be 
noted in the book if the information is not otherwise 
recorded. 


BOUGHT JOURNAL OR BOUGHT BOOK. 


(ALSO CALLED BOUGHT DAY BOOK, PURCHASES BOOK, 
AND INVOICE BOOK.) 


Credit Purchases may be recorded in a special Journal, 
called by any of the above names, for which the forms of 
ruling shown for the Sales Book may be adopted according 
to the particular requirements ; or the inward invoices (i.e. 
invoices of goods inwards or purchases) may be fixed in a 
specially constructed book called an Invoice Guard Book 
with columns for L. F. and total of invoice provided there- 
in for convenience in posting and in casting totals. In 
whatever form the special Journal for Credit Purchases be 
kept, the amounts should be posted to the credit of the 
respective Personal Accounts and the total for the period 
to the debit of the Goods (or Purchases) Account or to the 
debit of the particular Goods (or Purchases) Account if 
more than one be kept. 
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For the reason stated on page 43 a cash sale or purchase 
should go through a person’s account when his name is 
given in an Exercise and should therefore be entered in 
the same way as a credit sale or purchase. 


RETURNS. INWARDS AND RETURNS OUTWARDS 
BOOKS. 


If my customers return goods to me (or claim allowances) 
entries may be made in the Sales Book in red ink as being 
negative to Sales or may be passed through the ordinary 
Journal, but must on no account appear in the Bought 
Book. It is best, however, to record such transactions, 
especially if they be numerous, in a Returns Inwards Book, 
ruled in the same way as the Sales Book. The entries in 
the book, which should give the reasons for the return of 
the goods or for the allowances, should be posted to the 
credit of Personal accounts, and the total to the debit of 
Goods (or Returns Inwards) Account. 

I may possibly return goods to those from whom I have 
bought. Such transactions may be entered in red ink in 
the Bought Book or be journalised, but the best course, 
especially where they are numerous, is to enter them in 
a Returns Outwards Book ruled in the same form as the 
Bought Book, posting them to the debit of the persons 
named and the total for the period to the credit of Goods 
(or Returns Outwards) Account. 


CASH BOOK. 


The Cash Book is the book of entry in which transactions 
relating to cash receipts and payments and the discount 
incidental thereto are recorded. In Lessons II. and fII. 
we described Cash and Bank Accounts, and in the latter 
Lesson showed a combined Cash and Bank Account to 
which the student should refer. If we insert a Discount 
column to the left of the Cash column on the Dr. and Cr. 
side we shall have a Cash Book with three columns on 
each side, viz. for Discount, Cash, and Bank. 

We now give a simple illustration of the Cash Book of 
Mr. Merchant, assuming that all cheques received by him 
are paid into Bank on the day of their receipt :— 
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MR. MERCHANT’S TRANSACTIONS FOR FEBRUARY 19.. 


= £ 
Feb. 1. Cash in Hand -... a Je cw £80 
re ae » at Bank ... ap O scagegl20 
» 6. Received from T. Simpson .. £40 
Discount allowed .., ae 2 
— 42 
3 ay we aiduinto Bankr, 60 
» 7. Received Cash for a Debt vreittea oft 
last year as Bad a... at MAU 25) 
» 8 Paid H. Jackson... 0 pom els 
Discount received ... tne 1 
— 415 
» 9. Cash Sales ace As 9 
» 10. Received from EH. Milner. na 555 6 
es A » 8. Armitage — 
Cash ... nae 54 A FLO 
Cheque in A; & 85 
Discount allowed... bd. 5 
— 100 
» 14. Cheque ofS.Armitage returned by Bank 85 
» 15. Bought Goods and paid a vata tt. ee LO) 
» 16. R.M. Sales ee Fr ; én) 12 
»  » Paid I. Walton— 
Cash «.. 5A i. carp Beil 0) 
Cheque vt on on, dts) 
Discount allowed ... 960 5 
— 150 
» 24, Paid for Repairs to Premises .., 8 


», 26. Received from §. Armitage, he bein 
insolvent, Composition of 16/- in £ 
on his debt of £85, and ae amount 


into Bank ee ne 68 
» 28. Paid Carriage on goods on behalf of T. 

Simpson vale i 2 
+» Drew Cash for Private Bepbhsky M20) 
» » Drew from Bank tad fi. st LO 
» >, Paid Trade Expenses ... a “ids 7 


» » Paid Clerk’s Salary by Ohieque ohh 2 


a 
Oo 


rt syunoosrq ey, (P) 
eq Ava yey} Tory 
enbeyo ‘yurg og, 
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The Cash Book is a Journal in that transactions are 
therein resolved into their debits and corresponding credits 
preparatory to posting into the Ledger ; it may also serve 
the purpose of a Ledger so far as Cash and Bank Accounts 
are concerned. Inthe specimen given the opening balances, 
all the values in and owt, and the closing balances appear 
in the Cash and Bank columns respectively, making com- 
plete classified records or ledger accounts, so that it is 
unnecessary to open Cash and Bank Accounts in the 
ordinary Ledger. When the Cash Book is used as a Book 
of Entry only the opening and closing balances may be 
omitted from the Bank columns, making them simply 
record receipts at and payments by Bank. In whatever 
way the Cash Book be used, transfers between Cash and 
Bank entered therein do not require to be posted like other 
receipts (which are posted to the credit of the accounts 
specified) and payments (which are posted to the debit of 
the various accounts) ; it suffices to enter the letter “(C.” 
(an abbreviation for contra) in the L.F. column, signifying 
that the amount appears on both sides of the book. 


When Cash and Bank Accounts are opened in the 
Ledger, Summaries of the Receipts and Payments are 
either posted direct from the Cash Book or entered in the 
Journal and posted therefrom. The Journal Entry to 
summarise the Cash Book given on page 109 would be :— 


LOE. £ £ 
Feb. 28. Discount... Eee a 7 
Cash ... not ie Eek os 
Bank ... ee “ eels 
To Sundry Accounts as 
per Cash Book site 332 
»» »» Sundry Accounts as per Cash 
Book... e5 ae bese 7000 
To Discount... Be 6 
55 Oasis, 1 tt 121 
yy ebalikow Bat 252 


(Note that the opening and closing Balances are excluded 
from the amounts.) 

It is inadvisable for students to open Cash and Bank 
Accounts in the Ledger and to summarise the Cash Book 
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in the Journal unless they are specially asked to do so; if 
they do not open such accounts in the Ledger, they must 
insert the closing balances of the Cash Book in the Trial 
Balance. Other special Journals are kept by traders, but 
it is unnecessary to consider them at the present stage. 


PETTY CASH BOOK (sce p. 155). 


The Petty Cash Book is used for recording small payments for 
expenses, etc., which do not require to be posted into the Ledger 
in detail, or, if all Cash Book payments be made by cheque, for 
recording all payments which have to be made by cash. The Petty 
Cash Book lightens the Cash Book and the posting. 

The simplest form of Petty Cash Book is ruled like an ordinary 
Cash A/c., amounts received by the Petty Cashier from the Cashier 
or from Bank being entered on the debit side and payments on the 
credit side. In such case a summary is made in the book at the 
time of balancing showing how much has been paid out under 
various heads and how much is in hand. More often, however, 
additional cash columns are inserted on the credit side for the 
analysis of the payments as made under the required heads. If 
the Petty Cash Book is regarded in a business as a Book of Entry 
and a Ledger A/c. the summary or analysed totals of payments 
may be posted direct to the debit of the accounts named, the 
balance in hand being carried down and entered in the Trial 
Balance ; but if the Petty Cash Book is regarded simply as a 
Memorandum Book a Petty Cash A/c. must be opened in the 
Ledger and the summary of the Petty Cash Book payments must 
be passed to the credit of that account and the debit of the other 
accounts by means of a Journal entry. 

Petty Cash on the Imprest System. In the ordinary way, the 
Petty Cashier receives fresh supplies periodically or from time to 
time as his balance is nearing exhaustion. By the Imprest System, 
however, he receives at the outset a round sum estimated to be 
sufficient to meet all requirements for a certain period and, at the 
end of the period, or at the end of a trading period, adds up his 
book, presents it for examination, and is subsequently reimbursed 
for the total of his payments to date, thus restoring the original 
amount in hand. ‘The chief advantages of the system are that 
there is always the same amount in hand after balancing and that 
the Petty Cash Book is examined before the Petty Cashier is 
reimbursed. The method of balancing a columnar Petty Cash 
Book kept on the Imprest System will be seen from the following 
specimen, but the student must understand that it is only the re- 
imbursement for the amount expended that is peculiar to the Imprest 
System, and that otherwise the form would apply to the method 
of keeping Petty Cash previously mentioned :— 
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EXERCISE 42, 


Write up Mr. Holloway’s Day Book, Invoice Book, and Cash Book 
from the following transactions. The Cash Book ‘should be ruled 
with three columns. Any transactions not entered into these books 
must be journalised. Post the Ledger and prove it. Take the 
Talve of Stock, on Dec. 31st, as £115 12s. 6d. 


19. oles rd. 
Dec. 1 | Cash in Hand spn oe Pt Sc 36 | 12] 6 
Fil » at Bank ies a0 vas Se Talat eG 
ee pelCGoods.in Handy 7., see oe Soll PEON) 
» » | Holloway owed Beecham AOC St | LO 0 
» » | Cockle owed Holloway ... sis meat gol 5 | 0 
» | ValueofShop ... oc a8 se 600 | 0] 0 
» », | Loan from Building Society ae ae 400 | 0] 0 
» 4 | Sold Goods to Parr ae aan aot 18} 4] 6 
as * Me kLibbles se. sat ait QT LO Res. 
Sa ees “ FC OCKdIe™ sees 300 ge 16 | 10] 0 
» 8] Received from Cockle :— 
Cash a ie £5 0 
Cheque ... Om 6, EM) 
Discount... A066 SSon wena: 
471151] 0 
, 12] Cash Sales... 509 ae eae 880 123 | 6] 8 
Le PUL CHASES) aise a0% one Ar 7S eae 
5, 16 | Settled Beecham’s Account :— 
Cash oF eae neste. (0) 
Discount... oat 10 
Le e105 0 
» 20] Paidinto Bank ... aa 30 | 0] 0 
5, 26 | Settled Parr’s Account for Cash Pay- 
ment of . on 5 é LOR eO! tesO 
» 31 | Cash Sales .. “ec ane cas ase “Pc 33.| 6]| 8 
» »» | Trade Expenses paid... apr Sue 4) 3] 4 
» », | Interest paid to Building Society Boe 10} O| O 
» 5, | Rent due, but not paid ... eee af On ee On leo 
» » | Wages due, but not paid are nels 12} 10] 0 


WSS ee 8 
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EXERCISE 43. 
(NatronaL UNION oF TEACHDRS,EXAMINATION, ELEMENTARY.) 


The state of Thomas Taylor’s business on 2nd January, 19.., was 
as follows :—Cash in hand, £500; Goods on hand, £400. Debtors : 
B. Baker, £200; C. Carter, £300. Creditors: H. Hunter, £250; 
P. Painter, £150. 

You are requested to find and credit his capital, then enter the 
following transactions in suitable books, post them to the Ledger, 
draw out a Trial Balance, balance the accounts, and make out a 
P. and L. Account and Balance Sheet. 


1933 £ 8. | d. 
Jan.2| Paid Rent... ae fs 10 | 10} 0 
», 3| Received Cash of B. Baker 3 ao 20 | LSO a EEO iO 
», 4] Sold goods to B. Baker _... sie ose a 00 5 | 0 
,, 5| Cash Purchases ee ae ae ee el ZOe ORO 
,, 6| B. Baker, bought goods ... ...  ... || 70 | 5| 0 
», 7| Received Cash of B. Baker a; al Lad || 1030 
And allowed him discount... sXe 2a On| 10 
», 9| Bought goods of H. Hunter a0 ym || 100 0| 0 
», 11| Paid H. Hunter cash Ae sh ... || 248 | 10] 0 
And he allowed discount eae ren 6 MOLE O 
», 12| Cash Sales... : ae ten roi pl SOms Lom eO 
», 14| H. Hunter sold me ot es ots et ida |. LST 0 
», 16} Received Cash of C. Carter an ... || 200 0/0 
», 17] Sold goods to C. Carter... si oe 50 | 10) 0 
», 18| Paid Rates .... a oe 5 tf Te ke 
», 19| C. Carter bought ne F we ABs Oe a2 sh 
,, 20| Paid P. Painter cash ae Bre me || eLZ0 0| 0 
», 21| P. Painter sold me goods ... cd --» |} 180 0| 0 
», 23} Paid P. Painter cash ee <a we || 145 0| 0 
And he allowed dawnt 5 0! 0 

», 25| Received Cash for a bad debt previously 
written off 20 7\ 6 
», 27| Paid wages ... Oh oe 6 |} 12| 6 
», 28 | Drew Cash for private mores 18 te 25 0| 0 
», 31 | Interest on Capital .. ar not de 5 0; 0 
»> », | Goods on hand a55 ot ane call BGo 0 | 0 
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EXERCISE 44, 
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(NationaL UNIon or TEACHERS EXAMINATION, ELEMENTARY.) 


On March Ist, 19.., 


the state of William Wolf’s affairs was as 


follows :—Cash in hand, £400; Goods on hand, £360. Debtors :— 


A. Bear, £240; B. Beaver, £250. Creditors 


O. Otter, £30. 


You are requested to find and credit his capital. 


: D. Deer, £120; and 


Then enter 


the following transactions in suitable books, post them to the 
Ledger, draw out a Trial Balance, balance the accounts, and make 


out a Profit and Loss Account and Balance Sheet. 


” 


oop ~ 


Received Cash of A. Bear 

Sold Goods to A. Bear.. 

Received Cash of B. Beaver’s ‘trustee 
in bankruptcy, a first and final 
dividend of 16s. in the £ 

Wrote off balance of B. Beaver’s s 
account as a bad debt Ao ae 

Paid Cash to D. Deer, £118. He 
allowed discount, £2 

Received Cash of ie Bear, £97 10s. 
Allowed him discount, £2 10s. 

Bought Goods of D. Deer 

Bought Goods of D. Deer __.... 

Paid D. Deer, Cash, £74. He allowed 
discount, £1 12s. 6d. 

Bought Goods of O. Otter 

Cash Purchases... 

Cash Sales 

Paid O. Otter, Cash, £162. He Allon 
discount, £3 5s. : : es 

O. Otter bought Goods.. on 

Paid Smith & Co. for Stationery 

Paid Wages... 

Received Cash for Sundry Sales 

Paid Carriage on parcels 

Paid Rent ee 

Sales to P. Panther 

Drew Cash for Private Purposes 

Credit Capital with Interest . 

Stock on hand ... an0 


ScOO ‘= o oO 
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LESSON X. 
BILLS OF EXCHANGE AND PROMISSORY NOTES. 


A Bill must not be confounded with an Invoice, nor 
with a Statement of Account. We have already seen that 
an Invoice is a statement rendered to a purchaser setting 
forth the quantities, prices, and other particulars of the 
goods sold to him and the terms of payment, and a 
“Statement” is merely a summary of a Ledger Account 
which a Creditor renders to his Debtor accounting for and 
showing the balance due. 

The Bills with which we are about to deal have little 
or nothing in common with Invoices or Statements. What 
thenisa Bill? An Act of Parliament (the Bills of Exchange 
Act, 1882) answers this question for us:—“ A bill of 
exchange is an unconditional order in writing addressed 
by one person to another, signed by the person giving it, 
requiring the person to whom it is addressed to pay on 
demand or at a fixed or determinable future time a sum 
certain in money to, or to the order of, a specified person, 
or to bearer.” 

“ An instrument that does not comply with these con- 
ditions, or which orders any act to be done in addition to 
the payment of money, is not a bill of exchange.” 

But this is a somewhat longwinded definition, so we will 
answer the question in another form—viz. “A bill of 
exchange is an order from a creditor to his debtor requiring 
him to pay (a) a certain sum of money, (b) to a certain 
person, (c) at a certain event.” 

Or still more simply :— 


“A bill is a written undertaking, in legal form, to pay 
a certain sum of money at a stated date.” 
These written undertakings assume one of two clearly 
defined forms :— 
A. A Promissory Note—i.e. an unconditional promise 
116 
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to pay (1) a certain sum of money, (2) to a certain person, 
(3) at a certain time. 
The following is the usual form of such an obligation :— 


£100 HALIFAX, 
= —— Sept. 1st, 19.. 
Ae | Two months after date I promise to 
' pay Mr. W. H. Stables or his order the 
GpP sum of One Hundred Pounds for value 
1s. received. 
R. B. Incuanm. 
Payable at the Halifax Joint-Stock Bank, 


Halifax. 


This mode of undertaking the written obligation is 
somewhat easy to understand, but a Promissory Note is 
not so frequently met with as a Bill of Exchange, 

B. Bills of Exchange: Druft and Acceptance. 

We will assume that Mr. Ingham is indebted to Mr. 
Stables: forthwith Stables writes out the following docu- 
ment and sends it to Ingham :— 


£100. LEEDS, 
Sept. 1st, 19.. 


Two months after date pay to me or 


pena my Order the Sum of One Hundred 


Pounds for value received. 


W. H. SraB.es. 
To Mr. R. B. Incuam, 
Halifax. 


This instrument we call Stables’ draft, and we describe 
the transaction in the following words :—“ Sept. Ist, 19.. 
Stables drew on Ingham at two months for £100.” 
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As this draft or bill is a somewhat important document 
we will scrutinise it minutely. 


» 
I. Parties ae There must be two, but usually there 
the bill. Jare three parties to a bill—wz., 


1, A Drawer. Stables is the Drawer—z.e., the person 
who writes out the bill and is presumably a 
Creditor. The Drawer requests that money should 
be paid either to himself or to some one whom he 
now or subsequently indicates. 


2. A Draw-ee. Ingham is the Drawee—.e., the person 
who is requested to pay. Remember to insert 
the drawee’s name on a draft, or otherwise it will 
be useless. The aforesaid Act requires that ‘“ the 
drawee must be named.” 


3, If the Drawer intends to receive the money himself, 
he will be the Payee; and thus there will be only 
two parties to the bill. 

Frequently he intends that some third party 
should receive the money and he accordingly 
provides for such a contingency by writing :— 


“ Pay to me or joy Orcer 
or 
( Bearer.” 


IT. Place en Our example indicates the place where 
drawn. the bill was drawn—viz., Leeds. But 
if this had been omitted, the bill would not thereby 
have been invalid. 


IIT. Date of \ It is also usual to date the bill, and 
Drawing. ) that for a very good reason—viz., in order 
to indicate when the bill becomes due. Even the 
omission of the date, however, would not render 

the bill void. 


IV, Two tall These words give the Term of the 
after date. Sbill, and fix the date of payment. 
Three Days of Grace will have to be added; hence 

this particular bill will mature on Novy. 4th. 
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This is the common method of dating bills, but 
some bills are payable 


(a) On Demand, (b) At Sight, 
(c) At— days after Sight. 


At Sight means the date on which it is presented 
to the Drawee for his “acceptance.” The three 
days of grace do not apply to Bills drawn payable 
“on demand” or “at sight.” 


VY. Pay tome or) We have already said that Mr. 
my Deter) Stables (the Drawer) might not wish 
or to receive the money personally; hence 
Bearer. ) he inserts the words “or my Order.” 
Now all that Mr. Stables need do is to write his 
.own name at the back of the bill and hand the 
bill to a third party ; then that third party would 
be legally entitled to take the money when due. 
Having written his name at the back of the draft, 
Mr. Stables is said to have “endorsed” it. This 
“endorsing” is of three kinds: (a) blank, (6) 
special, and (c) restrictive. 

(a) Blank endorsement: If Stables wrote merely his 
own name at the back, and subsequently handed 
it to a third party, that third party would not 
only have a right to take the money when due, 
but to receive it without any further endorsement. 

(b) Special endorsement: If, however, Stables wrote at 
the back of the note— 

Pay to K. C. Ovey, 
W. H. Stables, 
Mr. Ovey would also have to endorse it before he 
could either receive or authorise any one else 
to receive the money. 

(c) Restrictive endorsement: Stables could prevent 
the further negotiation of the bill by writing as 
follows :— 

Pay to E. C. Ovey, “only,” or “and no one else,” 
W. H. Stables. 
This is known as a “ restrictive” endorsement, 
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Vis The sum of } The amount is written in 
One Hundred Pounds.) words in the body of the 
document and in figures at the top left-hand 
corner. Should there be any discrepancy between 
the two statements, the one in writing is taken 

as the correct one. 

VII. For value These words are invariably inserted, 
ecg although their insertion is not a neces- 
sity. The iaw will presume that value has been 
given ; and indeed a consideration is necessary in 
order to make the bill valid. In other words 
some thing or service must have been given, or 
some right forborne by some interested party or 
other during the history of the bill in order to 
support this demand for £100. 

We trust that the student now knows something about 
the draft which Stables has drawn upon Ingham. Stables 
will send the paper to Ingham, and we will suppose that 
the latter agrees to the demand thus made upon him. 
Ingham will then no longer be called the drawee, but he 
will be now known as the “ Acceptor,” and the piece of 
paper will be no longer called a draft, but 


INGHAM’S ACCEPTANCE 


YEEDS, 
£100. SS Sept. 1st, 1911. 
es 
® Ry 
Two months after Baby pay #)’me or my 
Stamp order the sum of Sires Hunde Pounds for 
value received. 9°. & 
1/- > 
£S Pe H. STABLES. 
Ve or a 
To Mr. R. B. Ingham, XxX” > 


x 
Halifax. x 
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What has Mr, Ingham accepted? He has merely written 
his name across the note and returned it to Mr. Stables. 
Yet Mr. Ingham has accepted something—viz., the obliga- 
tion of paying £100 on November 4th. 


Mr. Ingham could have performed this task in a variety of ways— 
e.g., he might simply have written “ 2. B. Ingham” across the face 
of the note, or “ Accepted, R. B. Ingham,” but the one placed on the 
note is the usual one. Moreover it indicates where Mr. Ingham 
intends to pay the money, and thus practically tells the payee where 
to go for his money. 


The example of a bill above given is an Inland Bill—i.e., 
one which on the face of it purports to be both drawn and 
payable within the British Isles, or drawn within the British 
Isles upon some person resident therein. All other bills are 
Foreign Bills. 


Stamp. —Inland Bills must be drawn on paper bearing an im- 
pressed stamp. The bill stamps for all bills drawn, negotiated, or 
payable in the United Kingdom are— 

d. 
Bills of Exchange (B./E.), but not Promissory Notes 
(P./N.), payable on demand or at sight 
B./E. and P./N. up to £5 558 aa br 
" ne eLOMMEtso tone) 
5 ee » £10 to £25 
a 5 », £25 to £50 
Bf A », £50 to £75 
5H + », £75 to £100 


then 1/- per £100 or fraction of £100. 


BSODWNE HR 


Foreign Bills are usually drawn in the currency of the country 
where they are to be paid. Moreover, it is customary to draw 
Foreign bills in sets of three or more, any one of which being paid 
discharges the others. Of course they are sent by different posts. 

Frequently the first of a set is sent unendorsed to a correspondent 
to a place upon which it is drawn, so that he may get it accepted 
and keep it till demanded by the holder of one of the other bills. 
The correspondent’s name and address are put on the other bills in 
circulation, thus— 


“ First with Messrs. Hind & Co., to whom in case of need.” 


The words, ‘in case of need” are added to show that application 
should be made to the correspondent by the holder of the second in 


122 BILLS OF EXCHANGE AND PROMISSORY NOTES, 


case of the non-acceptance or non-payment of the second. Sucha 
plan would uphold the honour of the drawer and save the expense of 
the bill’s return, 

» 


FOREIGN BILLS, 


£420. LoNnvDoN, Aug. 19th, 19.. 


Two months after date pay this our First of Exchange (Second 
and Third of the same tenor and date not paid) to Messrs. Squire & 
Co., or order, four hundred and twenty pounds, for value received, 
and place the same to our account, 

R,. A. LEAOH & Co 

To Messrs. ROBERTS & Co. 

Sydney, N.S.W. 


ADVANTAGES RESULTING FROM THE USE OF BILLS, 


Possibly some student may ask the very pertinent question ; “ What 
is the use of a Bill?” If Brown owes me £100 for goods sold on 
credit, how am I placed in any better position by the receipt of a 
piece of paper on which Brown merely promises to pay me at some 
future time the debt which he already owes me? We will see. 

1. Originally Bills were intended to liquidate debts payable abroad, 
or as the means of quietiy conveying wealth from one country to 
another—e.g., suppose Smith of London owed £200 to Van Herden 
of Amsterdam. Van Herden might draw upon Smith for the amount; 
having received Smith’s acceptance Van Herden next seeks a 
purchaser, and finds one in Van Cuylenberg who is anxious to buy a 
London bill, as he owes £200 to Mr. Brown of London. Van 
Cuylenberg remits Smith’s acceptance to Brown, and the latter will 
call on Smith’s bankers for payment on the date of maturity. 

Thus the obligations of all four parties are satisfied in a safe and 
expeditious manner. 


2. In modern times bills are frequently used like money, passing 
from one merchant to another in payment of debt. Thus, if Brown 
holds Smith’s acceptance, he will probably use it for the purpose of 
purchasing goods from Robinson. The bill thus passes from buyer 
to seller almost like a cheque or bank note. 

3. The holder of a bill may exchange it for cash He is then said 
to discount the bill. He will usually do this with a banker or bill- 
broker. Of course the banker will not give the holder the nominal 
value of the bill, but will deduct interest at an agreed rate per cent. 
for the time which must elapse before the bill is due. Frequently 
this operation is called a sale, and the banker is said to buy the bill. 
This, however, is a misleading description; the banker does not 
actually buy, but really lends money on the bill. Ile will look to 
the acceptor for payment on maturity; but should the acceptor 
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refuse or not be able to pay, then the banker will hold the drawer 
and evevy indorser responsible for the amount of the bill. 

4, Bills are negotiable instruments. Now the law respecting 
negotiable instruments differs from other contracts in several im- 
portant points ; all of these differences being supposed to favour and 
facilitate business—e.v., 

(a) If the bill be properly drawn, stamped, and accepted, it passes 
the property represented by it to any one who takes it bona fide and 
for value—e.g., suppose I have bought a gold watch from a stranger 
who has stolen it. I did not know of the theft when I bought the 
watch and, in fact, 1 gave a good price for the watch. I have, 
however, NO legal title to it, and the real owner can claim it from 
me. Notsoin the case of a bill. If in the above illustration we 
substitute a bill for a watch, the bill would have been mine and the 
original owner could not have dispossessed me of it. 

(6) Again, a negotiable instrument is more easily assignable than 
other contracts, and, as the law assumes that a consideration has 
been given and as the bill is a legal acknowledgment of debt, an 
action in court upon a bill is an easy matter compared with the 
difficulty of proving some other kinds of contracts. 

Thus for a variety of solid reasons it is advisable to obtain from 
your debtor his acceptance. The time for payment will be fixed, and 
the amount clearly stated. He can claim no further discount or 
allowance from you. If he owed you merely a book-debt, he might 
defer payment without incurring any stigma. But he will strive to 
meet his acceptance, because if he dishonoured one of them, he 
would sustain a serious loss of credit. 


BILLS RECEIVABLE AND BILLS PAYABLE. 


If the student will now turn back to our example of a 
bill, he will remember that Mr. Stables (the Drawer) 
expects to receive the money on November 4th, and Mr. 
Ingham (the Acceptor) will have to pay. Hence we might 
call the bill Stables’ Bill Receivable, but in regard to 
Ingham it is his Bill Payable. 


The student must try to grasp this essential difference in 
written promises—viz., that the bills for which I hope to 
draw Cash are my Bills Receivable. I may have been the 
original drawer of these bills, or I may have been the third 
party to whom they have been endorsed: at any rate I am 
the present holder who, when the bills mature, has a right 
to receive the Cash. 
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But my Acceptances—i.e., the bills addressed to me across 
which I have written my name, and undertaken the duty 
of paying—are my Bills Payable. 

Every bill is a Bill Receivable to one party, and a Bill 
Payable to the other. If the student were Mr. Stables’ 
bookkeeper, he would have to enter the bill in the Bills 
Receivable Account, but Mr, Ingham’s bookkeeper will 
treat it as a Bill Payable. 


To avoid confusion we must treat Bills Receivable and 
Bills Payable separately, and for the sake of clearness we 
shall speak of bills as receivable or payable, as regards 
ourselves, 


BILLS RECEIVABLE, 


Accounts respecting bills are Real Accounts, and con- 
sequently we must apply the rule previously adopted for, 
other Real Accounts—vwiz., 

“ Debit what comes In, and credit what goes Out.” 


When Bills Receivable come in we must debit our Bills 
Receivable account, and credit it when they go out. 


The following account shows practically all the cases 
when this will occur—viz., 


Dr. BILLS RECEIVABLE ACCOUNT. Cr. 


B. R. come In, B. R. go Out. 


(a) When drawn by me and | (0) When paid by the acceptor. 
accepted by some other (e) When used by me (the 
party. drawer)— 

1. Vo buy goods. 
2. To pay my debts. 

(¢@) When— 

1. Discounted by Bank. 

2. Renewed by the ac- 
ceptor, 

3. Dishonoured by the 
acceptor, 
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: We shall now treat these cases seriatim, but as a pre- 
liminary we must remind the student that a Bill Receivable 
comes Jn first, and goes Out subsequently. It is obvious 
that I must have got hold of Smith’s promise to pay before 
I could use it myself for any of the purposes enumerated 
on the credit side of the above account. 


(a) A Bill is drawn by me and accepted by Smith. 
This operation is expressed by a variety of phrases—e.g., 


“T drew on Smith at three months for £50.” 
“Smith accepted my draft at three months for £50.” 


gives 


, acceptance 
“Smith { 82" be his bill oueharoaly 
sends promissory note ° 


But all three statements express the one fact that Smith 
has given me a written promise to pay. A Bill Receivable 
has come In, and Smith was the Giver ; hence, applying 
our former rules, we 
Debit the Bills Receivable Account, and 
Credit the Person who Gives (viz., Smith’s account in 
my Ledger). 


(6) I may lock up Smith’s acceptance in my safe until 
the time of payment. Then I present the bill at Smith’s 
bankers and find the money awaiting me. In such 
circumstances we should say that 


met 
“‘ Smith’s acceptance was duly A on presentation,” 


retired 


How are we to journalise this transaction? Cash (or 
Bank) has come In, and therefore must be debited. What 
has gone Out? Why a bill of course, for Smith’s banker 
would have refused to hand me the £50 unless I had 
returned Smith’s written promise; hence we must credit 
the Bills Receivable account, 
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When a Bill Receivable is paid 


Debit Cash (or ape and Credit the Bills Receivable 
account. 


Some young students have considerable difficulty in 
understanding this transaction. They think that, because 
Smith has paid Cash, Smith should be credited. But this 
should certainly not ‘be done, for we really credited Smith 
in advance. He gave us his piece of paper, and we then 
credited him. We took the promise for the reality, and 
we must not now credit him again, otherwise he will be 
credited twice for only one gift. The student should 
remember this caution—viz., 


“That when a Bill Receivable is paid, never credit the 
person paying.” 


(c) 1. Possibly I may find that Smith is a well-known 
and trusted man, and consequently that Brown is ready to 
sell me goods and to take Smith’s acceptance in payment 
thereof. In this case goods are bought on credit and come 
In, and a Bill Receivable goes Out, hence we 


Debit the Goods Account and credit Brown, 
Debit Brown and Credit the Bills Receivable Account. 


2. Perhaps I owe a debt to Brown, and he is quite 
willing to take this Bill Receivable in payment. Brown 
receives, and a bill goes Out, hence we 


Debit Brown (the Receiver), 
Credit the Bills Receivable Account. 


(d) 1. I send Smith’s acceptance to my banker for 
collection. Must any entries be made in my books? Not 
yet When my banker receives the money for the bill we 
have seen under head (b) that we must debit the Bank and 
credit Bills Receivable. Prior to payment, however, we 
ought to make no entry in our books. Some student may 
object to this, and say that the bill has gone Out, as it is 
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no longer in my safe, but in the possession of my banker. 
The bill has not gone out; it is still my property, as 
the banker is merely my agent holding it on my be- 
half. It has no more gone out than if I had simply 
taken it from my desk and handed it to my cashier for 
safe-keeping. 

In order to show that it has passed into the hands of 
my banker, I may, however, make a note of the fact in my 
Cash Book, thus: “To B.R. for collection £50,” entering 
it short, i.e. excluding the amount from the cash columns. 

But possibly my banker may be willing to discount the 
bill. He knows both Smith (the acceptor) and me (the 
drawer). He will give me £49 for the bill, thereby charging 
£1 for discount. How shall we journalise these facts ? 
Cash comes In to my Bank Account, which must be 
debited ; I incur a loss of £1 through my inability to 
wait the full duration of the bill, and losses must be 
debited ; and this time the bill has gone Out, for now it is 
the banker’s own property : therefore 


Debit Bank, £49. 
Debit Discount, £1. 
Credit B. R., £50. 


2. Smith may have had unexpected losses, and yet, 
being an honourable man, does not wish to dishonour the 
bill. Therefore he comes to me prior to the bill becoming 
due, and asks me to renew it—1.e. he takes back his old 
acceptance, and gives me a new one for (say) a further 
three months. ‘To oblige Smith I assent to this arrange- 
ment; but, at the same time, I point out to him that I 
cannot wait another three months for my money without 
some little consideration; consequently I stipulate that 
Smith shall give me a new bill for £51, in exchange for the 
matured bill of £50. The old bill for £50 is cancelled, 
value has gone Out of it; £1 interest is charged to Smith, 
which is a gain to my Interest Account; and a mew bill for 
£51 comes In from him. We journalise thus: 
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Smith, Dr. £50 ( Smith, Dr. £51 
= To B.R. 1 £50 or To B.R: £50 
Sar aa me ae | To Interest 1 

B. R., Dr. 51 B. R., Dr. 51 
To Smith 51 To Smith 51 


Again, Smith may be partly but not wholly able to meet 
his acceptance. He gives me £20 Cash, and a new bill for 
(say) £30 10s. in return for the old bill. In this case we 
should journalise thus : 


Smith, Dr. £50 0 0 ; 
To B. RB. £50 0 0 [ ae ene 
Smith, Dr. 010 0 4 Interest 010 0 
To Interest 010 0 l 22 
Cash, Dr. £20 0 0 
B. R., Dr. 30 10 0 
To Smith £50 10 0 


3. Smith may dishonour the bill—i.e., refuse or fail to 
pay it when due. Do not assume that the amount is a loss, 
I have no need (at present) to debit my Bad Debts Accounts. 
Smith is still my debtor, and I therefore reopen his account, 
debiting him with the amount of the bill and any expenses 
incurred, When Smith first gave me the bill I 


Debited B. R. and credited Smith, 


and now, when Smith fails to pay, I reverse the above 
entry—viz., I 
Debit Smith and credit B. R. 

There are three cases in which I may have to deal with 
dishonoured bills :— 

Case 1. I may have kept the bill until due, and then 
presented it for payment at Smith’s bankers or Smith’s own 
office. That is the case we mentioned above. We journalise 
thus: 

Smith Dr. 
to B. R. Cr. 


Case 2. This should also be the journalising where I 
have previously sent it to my own bankers for collection. 
We have said above that in point of law the piece of paper 
is still mine, as my banker merely holds it as my agent. 
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But then bankers are (at times) very accommodating 
gentlemen ; for when a merchant takes his bills to his bank 
for collection, not infrequently the bank immediately credits 
the merchant’s pass-book. Where such a practice is current 
the merchant, when he sends his bills to the bank for 
collection, should 


Debit the Bank, and credit B. R. Account. 


And now, when Smith has defalcated, the Bank will have 
to be reimbursed ; hence 


Debit Smith, and credit the Bank. 


Similarly, if (as we supposed above) Smith’s acceptance were 
given to Brown either in payment of goods or payment of 
debt, and Smith subsequently dishonours, then we shall 


have to 
Debit Smith, and credit Brown. 


Case 3. Finally, if I have previously discounted Smith’s 
acceptance with the Bank, I must now 


Debit Smith, and credit the Bank. 


N.B.—Whenever a bill is dishonoured by the acceptor, in all cases 
debit him. Moreover, I must always debit the acceptor of the bill 
(Smith) with all the expenses caused by the dishonouring, and credit 
the person who has paid them. These expenses are usually legal 
charges for “noting,” and for the certificate of a notary that he has 
presented the bill and has been refused payment. Interest on the 
bill will also be charged after dishonouring—e.g., 

Nov. 4th.—‘‘ Bank returned me Smith’s acceptance dishonoured, 
on which they had paid 12s. 6d. for noting and 
protesting.” 

Journal entries— 


Smith, Dr. £50 12 6 
to B. R., Cr. £50 0 O 
to Bank 12 6 


In this case we have assumed that the Bank did zot give me credit 
for the amount of the bill when sent for collection, If it had 
previously credited me, the journal entries would be— 


Smith, Dr. £50 12 6 
to Bank, Cr. £50 12 6 


1) 


PL, Bed 


-— 
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BILLS PAYABLE. 


No lengthy consideration’ of Bills Payable is required. 
We will, however, at the outset remind the student of two 
cautions in reference to B.P. 

(1). B.P. go Out first, and come In subsequently. 

(2). When I pay my B.P., I must not debit the person 
who receives the cash. 


Dr. BILLS PAYABLE. Cr. 


B.P. come In. B.P. go Out. 
Ate I aie On ee given by me—ze., 


he tine when drawn by some 


(2) When date one, and accepted by me. 


t 
retired 
honoured 


(a). I grant a P.N. or accept a draft, forthwith I 
{ Debit the person to whom it is given, and 


Credit my B.P. account. 


I don’t know what the holder does with it during the 
running of the bill. He may buy goods with it, pay his 
debts, or get it discounted. But these are matters of 
perfect indifference to me; my sole duty is to provide the 
money when due. 


(b). If I am able to meet my bill, it is returned to me 
in exchange for my cash, and I shall 


Debit B.P. and 
Credit Cash or Bank. 


The above are the two important transactions in reference 
to B.P.; still 


(1). I may have to renew my acceptance, in which case my creditor 
will doubtless exact interest (my loss), hence the entries will be 


Besar. 
Interest, Dr. 


Interest, Dr. To the Drawer 


To the Drawer 
The Drawer, Dr. 


BP: Dr; 
To the Drawer | oe 


To B.P. 
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(2). Some fortunate people can pay their acceptances before they 
are due. When such cases occur the drawer or holder is generally 
willing to take the money and allow discount to the acceptor for 
such pre-payment, and the bill is said to be ‘‘retired under dis- 
count.” The journal entries will be 

B.P., Dr. (for the full amount of the bill), 
to Cash (or Bank), Cr. (for the net amount paid), 
to Discount Account, Cr. (for the discount gained). 

(3). Should you be compelled to dishonour your acceptance (B.P.), 
you must 

{ Debit B.P. Account and 
Credit the person to whom the money was due. 

We have in some cases combined Entries, but without loss of any 
information to any Ledger Account. Formerly the Entry ‘‘B.R., 
Dr. £1 to Interest £1” would, for examination purposes, have 
been deemed sufficient to record the transaction: ‘‘ Renewed 
Smith’s acceptance (£50), now due, receiving a new bill at three 
months for £51.” But such an entry would be of little value nowa- 
days, as students are expected to conform with business methods. 
It is not sufficient to ascertain the net profit and the final assets 
and liabilities. The whole record must be explicit and classified so 
that all the transactions with a person may be readily seen from 
his Ledger Account. If we had the abbreviated entry, we should 
have no information in Smith’s Account. Moreover, the amount 
of a Bill cannot be divided ; the Bills Receivable Account does not 
receive a Bill for £1, but gives up a Bill for £50, and receives one 
for £51. 


BILL BOOKS. 


Firms that have frequent transactions in bills seldom 
journalise them, but record them in Bills Receivable and 
Bills Payable Books. The amount of each bill entered in 
the Bills Receivable Book is posted to the credit of the 
person from whom the bill was received and the total of 
the bills received during a period is debited to the Bills 
Receivable Account. In the case of the Bills Payable 
Book the various acceptances are posted to the debit of 
the persons to whom they are given, and the total for the 
period is posted to the credit of the Bills Payable Account. 

Bill Books are ruled in a variety of ways; hence we 
give two completed specimens of a Bills Receivable Book, 
and two of a Bills Payable Book. Students in working 
Exercises will usually find the rulings of the first specimens 
to be sufficient for their purpose. 
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EXERCISE 45, 


Journalise the following transactions, and post up the B. R. and 
B. P. Ledger Accounts :— 


Aug. 1,19,. :—1 hold the following bills for £500 each: Freeman 
(due Aug. 5); Froude (Aug. 11); Stubbs (Aug. 15); Gardiner 
(Aug. 19); and Green (Aug, 26). The following are my own 
acceptances and the dates when they mature :—Ranke, £250 
(Aug. 11); Gibbon, £300 (Aug. 13); Grote, £100 (Aug. 15); 
Thirlwell, £180 (Aug. 30). 


£ 

Aug. 1 | Drew on Hodgson at one month for... * 120 
» 3 | Hodgson returned me his ey of fins 

Draft sent on Aug. 1. ae Be ||) Aw 

» 41 Earle gave me his sca ptaton at two isonths eee 80 

» » | Napier draws on me at one month aw eee 50 

» 5 | Freeman pays his acceptance due this day ... || 500 

» 8 | Gave Skeat my acceptance at two months nas 210 

,, 11 | Honour my acceptance to Ranke due this day... || 250 
» » | Froude renewed his acceptance due this day, 
giving me Cash £300, and a new Bill for 

K220 ae : 520 

, 12 | Discounted Green’s Keccttanoe receiving otek 498 


» 13 | Retired Gibbon’s Draft due this day ... se. || B00 
» 14 | I give Sweet my Promissory Note at one month 


for = aa aa .-» || 250 
» 15 | Met Grote’s Draft ane this we z. wee sn 100 
»» | Stubbs paid his acceptance due this day Pere | e900) 
», 16 | Paid my acceptance to Gee 3 due Aug. 30, 
receiving a remission of £1 . oe --- || 180 
» 19] Gardiner renewed his atveptagee an this jel 
giving me a new Bill at three months for.. 515 
», 23 | Received Jowett’s PES Note at two 
months for... ae aa only LOO 
» 26 | Green’s acceptance duly pals ees Sys -- || 500 


» 29 | Drew on Fowler at one month ... oa = 45 
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EXERCISE 46. 


Journalise, post, and prove the following transactions :— 


Oct. 1 


” 


24 


26 


28 


29 


30 
31 


Cash in Hand Be see aoe 

Goods.. 

B. R. (No. 12; °3) 

By Pi (No2) 

I owed Wilcon 

Wren owed me 

Gave Wilson my Ermer Note at 15 
days 00 ee oes 

Drew on Wren at 10 dare sight 

Sold goods to Plumer 

Wren paid his acceptance due this es 

Plumer gave me his acceptance at 3 reas 

Discounted Plumeyr’s acceptance at the 
Union Bank, receiving .. 

Paid my Promissory Note c Wilton ate 
this day ... ee 

Young’s bill (B. R. No.1 £350) wich Ken 
been sent to the Bank for collection on 
the 19th, is returned dishonoured. 

The Bank debits me with expenses 

Young retired his dishonoured Bill by 
giving me Cash £151 5s., and a new 
Bill at 3 months for £210, thereby pay- 
ing £10 interest... 

Sold Goods to Walkineoe fon mich mG a 
me his acceptance 

Bought Goods from Schirmer, cor hich I 
gave him Hirst’s and Halliwell’s ac- 
ceptances (B. R. No. 2 and 38)... 

Discounted Wilkinson’s acceptance 

Paid my B. P. No.1... 


Paid T. E. 
a WEIS Gar 
» Rent 


Value of Stock 


ive) 

on 

(=} 
ooooco” 


200 


oo So © 


200 


197 


oO 
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EXERCISE 47. 


~» 


Oxrorp Locan Examinations (Senior), Juuy 1910. 


Time allowed, 14 howrs. 


1. On January 1, 1910, I had a business of Corn and 


Merchant, the position of which was as follows :— 


Forage 


£ & 

Stock in Yards a aan Sit er 100 — 

not delivered ... at bg ote 250 _ 

Cash at Bank sae i bc oe 500 — 

Bill Receivable ad aig et i 200 = 

Horses and Vehicles ay he A 400 a 

Plant and Machinery au aes ian 500 Ss 

Sundry Debtors Boe ee oe sai 200 a= 

Cash in hand ... oa fis ane sep 10 — 
Capital ... aoe Ser sic a = 1800 
Creditors Nec gcc ch att — 260 
Bills Payable... we soe oc — 100 
£2160 £2160 

Journalise the above opening entries. 

The following transactions were made in January :— 

£8. a. 
Sold for Cash: Fodder... 20 0 O 
Bought from Jones 1 Hay Stack ‘standing 120 0 0 
Discounted Bills Receivable with Bank 200 0 0 
Discount charged ... Se OwO 
Paid by Cash Carriage « on Hay drawn from J ones’ 

Stack nae t 210 0 
Bonght 1 Railway Truck from Midland Wagon Co. 52 10 0 
Received Cash from ae Debtors 190 _ 0 0 
Allowed Discount . : 1000 
Met Bill Payable at Bank 100 0 O 
Paid Sundry Creditors 180 0 0 
Discount allowed ... 205100 
Gave Bill to Creditors we sae aig 60 0 0 
Sold Horse for Cash pec Sc sce sp 10-0 0 
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en 8. od. 
Bought of Hackbridge new pair Wagon Horses ne | 80 0 0 
Gave him Bill for same at 3 months _ 
Sold 1 Truck of Wheat to Nye & Co. nG aq LOOPO~0 
Received his Bill at 1 month no Discount 
Sold Straw to Jones : ae oi 250 cool Way OD 
Received his cheque at Bank... aot Soc bre || ilisye Oh 
Paid Wages by Cash én 40 Hn os fan 1OSFO sO 
re Trade Expenses by cheque | oe wee AD ae 810 0 
», Rates, etc., by cheque ae oe ac se 1210 0 
» to Bank Cash 4 Bo Son isis 20 0 O 
Jones’ Cheque returned dishonoured mt 550 nt 15 0 O 
Bank duly charged me with same. 


(a) Enter all Cash and Bank items in Cash Book. 


(6) Make all necessary Journal entries for transactions other 
than those dealt with in the Cash Book. 


(c) Post from Journal and Cash Book to Ledger. 


(d) Allow i % for Depreciation of Horses, Harness, etc., and 2 % 
for Depreciation of Plant, etc. 


(e) Prepare (i) Trading Account, (ii) Profit and Loss Account, 
(iii) Balance Sheet. 


Stock on Hand on January 31 was £500. 
2. Make the necessary Journal Entries for the following transac- 
tions :— 
(1) I gave Robinson in settlement of my debt of £50 Jones’ 
Billto me of £40 and Cash £8. He allowed me Discount 
£2. 


(2) I received a Bill from McArthur for £100. This I dis- 
counted with Bank for £95. 


(3) McArthur’s Bill was dishonoured on presentation, 


EXERCISE 48. 
Time allowed, 14 hours. 
1. Write out a Bill for £1,000 drawn by Arnold & Co. upon 
Brown & Co., and accepted payable at London & County Bank. 
Make in Journal form the necessary entries to record the trans- 
actions in the books of each of the parties to the Bill. 
1. When it is drawn or accepted. 
2. When it is met at maturity. 
8. When it ig discounted, and afterwards dishonoured at 
maturity. 
4, When it is renewed at maturity. 
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2. A trader’s books disclose the following assets and liabilities on 
January Ist, 19..:— 


— 

; z Lit eats 
Cash ass see sa Ate ae roe a OG ae ae 
Stock ... a oe ane Eve ... | 4,090 11 4 
Creditors si oe ie sf se (PUasOee 0 
Bills Receivable ve ee Pw of 515 1 8 
Debtors ... ste e ee ... | 5,608 138 6 
Plant and Busieure oes a0 ea ee 1 OCOr On O 
Bills Payable ... si Be EY ele AOR ACS) 
Capital ... a sae aie see ... | 8946 8 1 


Draw out his Balance Sheet at this date. 


8. Open the trader’s books with the balances shown in the 
preceding question, and write up the following summary of his 
transactions for the year, using Journal, Cash Book and Ledger. 


A Eh 

Goods sold to Sundry Debtors 38 see Pe oe: 1 et) 
Received from * for Goods sold :— 

In Cash Bee Re eat aa ea eal 2eoLOW oO. 3 

In Bills Receivable ae aes 2,481 16 10 

Goods bought from Sundry Creditors fe .. | 17,494 9 2 

Discharged ete to peg Creditors : — 

In Cash _... % PF ti san feG LZR? 2 es 

In Acceptances... 1,640 10 7 

Paid Salaries, Wages, Rent, and other Trade Hxpenses 3,780 9 1 

Bills Receivable, ‘collected during the year .. At 2,108 7 2 

Acceptances paid at maturity during the year sor 3,022 O11 

He has drawn on account of Profits ... side Ath 1,050 0 O 


After completing your entries prove their correctness by taking 
out a Trial Balance. 


4, On December 31st, 19.., he takes stock, and values it at 
£4501 16s. 5d. He decides to credit his capital account with 
interest at 5% for the year, and to write off depreciation in plant, 
etc., at 10%. Make the necessary entries in the books, prepare 
Profit and Loss Account and Balance Sheet, and close the books. 
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EXERCISE 49, 
NationaL Union oF TEACHERS—COMMERCIAL CERTIFICATE. 
Intermediate Examination. Time allowed, 3 hours. 


1. John Farmer buys goods of Henry Austin on January Ist,19.., 
to the value of £300, and pays for them with his Promissory Note at 
two months. Write out the form of the Note. 


2, Arthur Clements, coal merchant, commenced business on 
January Ist, 19.., with the following balances: Cash in Office, 
£50; Cash at Bank, £1,300; Stock of Coal, £600; Bills Receivable, 
Nos. 10, 11, £250. John Roberts owed £220, and Mason & Co., 
£800. His liabilities were Bills Payable, Nos. 20, 21, £510, Walter 
Chapple, £305. 


You are requested to enter the following transactions in their 
proper books—viz., Cash Book, Purchases Book, and Sales Book, 
Any items which do not properly fall into either of these books 
may be journalised. You will next post the above books to the 
Ledger, then draw out a Tria] Balance, Profit and Loss Account, and 
Balance Sheet. 


All amounts paid or received over £5 should be placed in the 
Bank Columns, all amounts under £5 in the Office Columns, 


IDs £ 8 d. 
Jan. 1 | Bought Coal of Vincent & Co. nae earl LOSONTO 50 
» 2 | Forwarded my Acceptance to W. Chapple 105 0 0 
» » | Sold W. Chapple, Coal ate ae 200 0 0 
» 38] Received Cash, first and final Geient 
17s. 6d, in the £, from Mason & Co, ... 700 0 0 
» » | Wrote off balance of their Account eat 100 0 0 
» 4] Sold W. Chapple, Coal 38 ae --. || 65010 0 
», 5 | Cash Purchases oe ose oa 5s 750 0 0 
» 6 | Paid Water Rate ... 20 S60 56 312 6 
eur np. NUE Ba ove set ae se 20 0 0 
ay eor@ashi sales: 3. soe aa ee Aci 50 7 6G 
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NOTES. 


26 


Paid Sundry Trade Charges 

Sold John Mayne, Coal am 

Sundry Cash Sales 

Paid Wages poe onc oe 
Received John Roberts’ Acceptance | 
Bought Coal of John Roberts 

Paid Vincent & Co., Cash 


Received of John Mayne, Cash £900, Bf 
lowed him Discount £10 . Ree ‘ 


Drew Cash for Private neenaee : 


Received payment of Bill Receivable, 
No. 10 : 


Retired my adcepestice: ‘No. 20 — Paid 
Cash £307 10s., Discount allowed, £2 10s. 


Sold Vincent & Co., Coal 


Bill Receivable, No. 11 Henry Hawkins, 
returned this day dishonoured ... 


Noting Expenses, Cash We 
Received of Henry Hawkins, Cash 
Bought Coal of John Roberts 

Paid Wages é aia eae 
Rent due to Thomas eestor, not paid 
Interest on Capital ... 

Stock on hand 


o f) ofetc Soo oo 


GES: Oro ‘ce as 
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EXERCISE 50. 
Campripce Loca (Junior Parr), DecemBER 1910. 
Time, 2 hours. 


YoU ARE RECOMMENDED TO READ THE PAPER THROUGH CAREFULLY, 
ESPECIALLY THE INSTRUCTIONS a, b, c, @ ON THE NEXT PAGE, 
BEFORE BEGINNING TO MAKE YOUR ENTRIES. 


1. On 30th June 1910 a miller brought forward the following 
balances :—Debtor in account H Laurie £35; Creditor J. Dyer 
£315 138s. 6d. ; Cash at Bank £239 10s. ; Bills "Pay able £225 4s. ; 
Stock of Wheat £975 ; Stock of Flour £530 17s. 6d; Other Assets 
£1760 10s. 


All payments are made by cheque, and all amounts received are 
paid into the bank upon receipt. 


Separate accounts are to be kept for Wheat and Flour. 
The following are the transactions for July 1910 :— 


1910 BD Gy GR 
July 1 | Sold to R. Menzies Flour £183 7s. 6d. 
and Wheat £30 ap 213 7 6 
» © | Menzies returned—as not according to 
specification—part of the Flour sold 
on the Ist and invoiced at... 3 7212 4 
Sent Wheat to the Mill valued at soo | Wa Oe 
33 7 | Paid J. Dyer on account . tae 200 0 0 
», 18 | Sold Flour for cash 230 17 10 
5, 18 | Wheat sent to Mill on the 5th returned 
as Flour .. dc ; 
», 19 | Sold Flour to Laurie A se si 95 13 4 
Bought Wheat from J. Dyer arr 93 6 8 
», 25 | My acceptance (No. 11) matured and was 
paid by Bank ... 120 0 0 
Sold to R Menzies Wheat £35 10s. and 
Flour £87 10s. 6d. __... os 123 0 6 
;, 28 | Received cheque from Menzies ... soo. || (4bBs MS) x 
», 30 | Paid wages of Millers, ete.* ... ae 79 16 8 
and office expenses... 58 se 9110 0 


* Debit Flour account with this expense. 
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Open the Books on Ist July by means of the proper Journal 
Entries, and 


(a) Journalise all the transactions in order of date. 
The Cash entries are not to*be summarised. 
Bills are to be insertéd in the Journal ; supplementary 
books, such as Bill books or Bought and Sold books, are 
not to be opened. 


(b) Post the Ledger from the Journal. : 
No marks will be given for the Ledger posted otherwise 
than as directed. 


(c) Take out the Trial Balance. 


(2d) Having struck the Trial Balance, close the books, and draw 
up a Balance Sheet, taking stock of Wheat as worth £861 10s. 
and stock of Flour as worth £387 16s., and making the necessary 
Journal entries for Profit and Loss. The ‘‘Other Assets” men- 


tioned in the opening balances have neither increased nor decreased 
in value, 


2. K. Sturges sells goods to R. W. Statham and buys goods 
from him as follows :— ; 


SALEs. PURCHASES. 


April 3 5417 1 | June ll 33 14 
May 29 93 11 2 | July 19 43 17 
September 13 211 6 5 | September 10 asl 
November 12 3710 0 | November 23 194 5 


to © a7 & 


There were also the following Cash and Bill transactions between 
them during the year: 2nd June Statham paid on account £60, 
15th September Statham accepted Sturges’ draft for £150, 3rd 
December Sturges accepted Statham’s draft for £80. 


Make out the account of K. Sturges in the Ledger of R. W. 
Statham, showing the balances at the end of June and December, 


LESSON XI. 
ELEMENTARY PRACTICAL BOOKKEEPING. 


In the previous ten lessons we have discussed the salient 
features of Bookkeeping chiefly from a Learner’s point 
of view. The intelligent reader will have grasped that 
the Princretes of Bookkeeping remain constant what- 
ever kind of business may be under consideration. Modern 
methods, however, have devised many little improvements 
in the application of these principles to actual practice ; 
and every intelligent trader will devise some special way 
of keeping his accounts applicable to his own particular 
circumstances. We are not concerned in this lesson with 
the multiplicity of systems, but rather with the application 
of modern methods generally. We shall treat therefore 
certain typical subjects, and indicate how the bookkeeper 
in real life would deal with them. 


(1) THE TRIAL BALANCE. 


Tf the student will turn back to Lesson VIT., he will see 
that the Trial Balance, which is useful as a check on the 
accuracy of Posting, is merely a complete collection of 
the Debits and Credits of the various Ledger Accounts 
after Posting, but prior to Balancing. Such a Trial 
Balance, containing the gross Postings, is valuable for an 
additional reason :—viz. it enables us to compare the totals 
of the Journal and the Trial Balance, and this helps us to 
detect error before finally closing our P. and L. and Capital 
Accounts. 

A Trial Balance constructed on this system, however, 
is not usually met with nowadays. The current practice: 
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is to extract merely the balances of the various Ledger 
Accounts, and examination candidates at any rate would 
be well advised in drawing up balances posted on this 
method. Thus our Trial Balance in Lesson VII. would 
read as follows :-— 


TRIAL BALANCE. 


Debits. Oredits. 
£ 8. | d. & a. Nee, 

1, Cash... Bra Bre a Tm PO) 
2 Bank? <-. a fio Dela 0) 
3. Goods ... oy ae 2 ie On 0 
4. Property se) ron} ©6000 =/20 
5. Adams ... ae asd ee OOLE NO, 10: 
6. Ransome De hy | 400 | 0 | O 
7. Stables ... a 5 OOO MLO in Oa 
8. Profit and Loss ee 10 OF OF , 
9. Capital ... fee or S750 180 

£1400 0 | 0 | £1400) 0 | 0 


(2) BANK. 


In Lesson ITI. we enumerated some of the main advan- 
tages derived from opening an account with a sound com- 
mercial bank. We indicated that the accounts are of two 
descriptions, viz. Current Accounts and Deposit Accounts, 
and we further pointed out that bankers do not usually 
allow interest on Current Accounts. This is the practice 
adopted in London and by the large Joint Stock Banking 
Companies. In return for the privilege of having the loan 
of his customer’s balance, the London Banker does give a 
consideration in that he makes no charge for the services 
he renders in paying the cheques drawn by his customers 
and for collecting from other bankers through the agency 
of the Clearing House cheques paid in by his customer. 

This practice of not allowing interest on Current Accounts 
is not, however, a universal one. Many bankers on the 
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Continent and in Scotland, several bankers in the north 
of England (such as the Yorkshire Penny Bank), and at 
least one bank in London do allow their customers interest 
on Current Accounts, provided that the minimum monthly 
balance does not fall below a stipulated amount, usually 
£50 or £100. When interest is allowed on the Current 
Account, it is generally at a rate lower than that allowed 
on Deposit Account, and further in such cases the banker 
then does usually make a charge for collecting cheques 
paid in by his customers and even on those drawn by the 
customer. 

On Deposit Accounts, that is those which cannot be 
drawn upon by cheque and in fact from which drawings 
are usually permitted only on seven days or other agreed 
period of notice, most London Banks allow interest at a 
rate 14 per cent. below Banx Rarz, that is the rate per 
cent. at which the Bank of England is prepared to dis- 
count the sound commercial Bills of its customers. This 
rate is fixed by the Bank of England Governors at their 
weekly meeting, held every Thursday morning. 


(3) DISCOUNTS. 


Tf the student will turn back to Lesson VI. he will 
observe that we have frequently had occasion to make use 
of the term “ Discount” and have used the term in a dual 
sense in that lesson, and with a slightly different meaning 
in Lesson X. It will be convenient therefore to summarise 
the various uses of the term. 

(a) Cash Discount :—As explained in Lesson VI. this is 
an allowance made by a Creditor to a Debtor for prompt 
payment (or payment within a specified time) of an account 
accrued due. We have already seen that the Cash Book 
has two columns for recording such allowances, viz. a debit 
column for discounts allowed, and a credit column for dis- 
counts received; and we further noticed that these two 
columns were added up, and the totals were carried to the 
debit and credit sides respectively of a Discount Account 
in the Ledger. 
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(b) In Lesson VI. we explained the meaning of the 
term “Trade Discount,” which is an allowance usually 
made by a manufacturer or wholesale dealer off the list 
or catalogue price of goods, irrespective of the time of 
payment. 

We noticed that this Trade Discount was a real deduc- 
tion from the gross price of goods and that the retailer, 
when entering details of the amount in his Purchases 
Journal or Bought Book, entered in the final money column 
merely the net total after such trade discount had been 
deducted. 

The young student might at first question the advis- 
ability of sucha practice. A cycle manufacturer, e.g., might 
send out to a retailer his catalogue in which the list price 
of a Standard Roadster was given as £8, and at the same 
time enclose a printed slip stating that the Trade Discount 
was 25 per cent. This means that the actual price to the 
retailer was £6, which price would probably be subject to 
a further small Cash Discount of (say) 24 per cent. for 
prompt payment within a month. If the retailer can take 
advantage of the offer, he would thus purchase the cycle 
for £5 17s., as the Cash Discount of 6d. in the £ would 
be calculated on the net amount arrived at by deducting 
the Trade Discount from the list price. 

The great advantage of this method of quoting a stan- 
dard price and then allowing a Trade Discount therefrom 
is particularly apparent in those trades where the cost, price 
of the material or labour is subject to frequent fluctuations. 
The manufacturer can send to his customer an inset or 
printed advice notifying the Trade Discount without being 
put to the expense of reproducing his original price list 
or catalogue. Moreover it enables him easily to treat 
different customers on a slightly different basis: eg. a 
retailer who purchased one or two machines at a time would 
probably be advised that the Trade Discount was 25 per cent. 
A large retailer who could purchase fifty cycles would 
doubtless receive 30 per cent., whereas the shipper who was 
purchasing a large consignment for export would receive 
still more favourable treatment. 

A very important legal difference between Cash Discount. 
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and Trade Discount must be noticed, and it is this, viz. 
that a creditor who has to prove in a bankruptcy proceed- 
ing must deduct from his account all Trade Discounts, but 
he is not compelled to deduct any discount not exceeding 
© per cent. on the net amount of his claim, which he may 
have agreed to allow for payment in cash: thus if we take 
our previous illustration of the cycle manufacturer who 
had invoiced cycles at £8 each, less a Trade Discount of 
25 per cent. and less a Cash Discount of 24 per cent., his 
claim, if he were to prove in a bankruptcy proceeding, 
would be for £6 per machine, and not the full invoiced 
price of £8, or the net cash price of £5 17s. 

(c) In Lesson IX. we have frequently used the term 
Discount on a Bill: this Discount on a Bill is a deduction 
made by the banker when he grants the holder of a Bill 
of Exchange payment before the Bill becomes due. It 
is really interest for the loan of money and must not be 
confounded with either Cash Discount or Trade Discount. 


(4) THE JOURNAL. 


We have already devoted Lesson VIII. to a description 
of the Journal and its uses. It will be well to consider 
the use of this book from a historical point of view. 
Before doing so, however, we may notice that the books 
we have already described are Books of Account, 7.e. books 
that form an integral part of the Double Entry System. 
These Books of Account range themselves into two well 
defined divisions, viz. :— 

(a) Subsidiary Books or Books of Original Entry, such 
as the Journal, Purchases Book, Sales Book, Inward 
Returns Book, Outward Returns Book, Bills Receiv- 
able Book, etc. The purpose of the books of first 
entry being to group transactions and avoid un- 
necessary detail in the Ledger, and 

(b) The Ledger, which the student has already een is 
the principle Book of Account. 


In addition to Books of Account we may have other 
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books, called Statistical or Memorandum Books, which are 
mere accessories to the general system of Bookkeeping, and 
are not an integral part of it. For the present it will 
suffice to mention the old-fashioned Waste Book, which is 
not now usually met with in business. This Book was a 
Diary in which each transaction as it took place was re- 
corded in chronological order. In fact it might be described 
as a history of the business, and, from the student’s point 
of view, the details as set out in an examination paper 
really constitute a Waste Book. 

‘he Journal was a book in which the business transac- 
tions were copied from the Waste Book and classified in 
debit and credit form preparatory to being posted into the 
Ledger. Originally the Journal was the sole posting 
medium and every item passed through the Journal before 
being posted into the Ledger. 

In modern times the Journal is but slightly in evidence 
and by some Bookkeepers is entirely discarded. Other 
books are used with the object of saving labour in posting 
and economy in time. Even a business of moderate di. 
mensions would possess the under-mentioned books, all 
used as rivals of the Journal and in part replacing it :— 


(1) The Cash Book, as described in Lesson VII., con- 
taining Debit and Credit columns for Cash, Bank, and 
Discount transactions. Frequently the name “Cash Jour- 
nal”’ is applied to such a book, but we shall have reason to 
see later that in principle the Cash Book consists of the 
Cash and Bank Accounts of the Ledger, and in fact that 
there is no need to open Cash and Bank Accounts in the 
Ledger, where a Cash Book is kept on modern methods. 
On this view the Cash Book would really be a part of the 
Ledger, kept for convenience in a separate book. 

(2) The Sa'es Journal or Sales Book also reduces the 
work of the old-fashioned Journal. 


(3) So does the Purchases Book or Bought Journal. 

(4) The Returns Journal (Inward and Outward) used to 
record transactions, in which goods purchased are returned 
to or by the trader; and the Bills Receivable and Biils 
Payable Journals all have the same effect, i.e. they are used 
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to record transactions which were frequently passed through 
the Journal, but which are now passed direct through 
these subsidiary books without finding any resting place in 
the Journal proper. 

It may well be asked then of what use is the Journal 
proper? We may notice three views :— 

(1) The Journal might still be used to record all entries, 
even though the subsidiary books we have just mentioned 
are also kept, passing the totals of such subsidiary books 
through the Journal. We believe that no modern book- 
keeper would adopt this method. 

On the Continent and particularly in France, the Journal 
is more extensively used than in England, where its use 
has become very limited. A well-known accountant, who 
is also an experienced examiner of the Royal Society of 
Arts and the London Chamber of Commerce (Mr. L. C, 
Cropper), states that it is over 20 years since he “ last saw 
the old practice of journalising every transaction employed 
in this country, and its continuance in that case was solely 
due to the obstinacy of the bookkeeper concerned, who 
eventually died as the result of the break-down occasioned 
by the overwork entailed by his cumbersome and anti- 
quated methods.” We do not suggest that the same fate 
would await a student who journalised all the transactions 
found in a modern examination paper, but we do think 
that he would frequently find that he had no time subse- 
quently to post his Ledger, draw out his Trial Balance, and 
complete his Nominal Accounts and Final Balance Sheet 
within the time limits of the examination. 

(2) The Journal might be discarded altogether, and we 
believe that by some bookkeepers it is. It may reasonably 
be doubted whether this extreme is a wise one. 

(3) Consequently we may suggest an intermediate 
course. The trader in real life starts business, possessing 
(we hope) a bank balance, possibly a shop or warehouse 
and other assets; he may be encumbered with certain 
liabilities, such as money lent by friends, and it is to be 
hoped that he possesses capital in his own right. Similarly 
the examinee usually finds at the beginning of his papers 
certain initial liabilities and assets. The Journal is a 
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suitable book in which to record in Debit and Credit form 
these opening entries. If Cash (in hand or at Bank) be 
one of these assets, this item «an be posted direct to the 
Cash Book, and Ledger Accounts would be opened through 
the Journal for each of the remaining liabilities and assets. 
The Journal too is a suitable medium for recording closing 
entries, disbursements and corrections, and in fact for the 
entry of any transactions which cannot be passed through 
the other books of first entry (Purchases Book, Sales Book, 
etc.). 

Sometimes the Journal is a convenient book in which to 
enter a Narration, i.e. a short explanation of the trans- 
action. These Narrations should not be allowed to become 
too bulky, and the regulations at the head of Civil Service 
Examinations in particular warn candidates that “ Narra- 
tions are not required.” There are, however, many Trans- 
fer or Closing Entries, taken at the end of a trading period 
and extracted from the Trial Balance, which may be suit- 
ably passed through the Journal, e.g. the Trading and 
Profit and Loss Accounts are compiled after the Trial 
Balance has been drawn out and are constructed from 
balances of other Accounts, such as the Sales Account, 
Purchases Account, Nominal Account, showing losses or 
gains. These may all appropriately be passed through the 
Journal, so may the Balances of other Accounts dealing 
with Depreciation, Reserve Funds, Withdrawal Accounts, 
and finally the Capital Account itself. 

It would perhaps be inappropriate to dogmatise further 
in regard to the uses of the Journal, but on the whole the 
middle course suggested above is the one which commends 
itself to modern commercial practice. 


(5) THE CASH BOOK. 


The young Student cannot pay too much attention to 
the consideration of the Cash Book. We strongly advise 
him to re-read Lesson IX. and try to gain a correct view of 
the importance of both the Cash Book and the Petty Cash 


Book. We might approach the subject in the following 
order:— 
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(a) Intrinsically there is no need for a Cash Book at all. 
In the short exercises found at the beginning of 
any Elementary Book on Bookkeeping and even in 
some of the easier Examination Papers, it will be 
obvious to the Student that Cash and Bank Accounts 
opened in the Ledger will suffice for his purpose. 
No modern business, however, could afford to dis- 
pense with a Cash Book proper. 


(b) We have seen that one of the primary uses of a Cash 
Book was to save labour in Journalising. In fact 
the Cash Book is frequently called the Cash Jour- 
nal. On this view it would be a book of original 
entry through which cash transactions are passed 
prior to being posted into the Ledger. Obviously 
two methods could be adopted :— 


(1) The initial amount of cash might be passed through 
the Journal and not recorded in the Cash Book, but posted 
direct to the Ledger. This plan is not adopted in practice. 
(2) The approved method is to pass the opening cash entry 
through the Journal and to post through the Journal into 
the Cash Book. The totals of the Cash Book might then 
be posted into the Ledger: or again they might not, no 
Cash Account or Bank Account being opened in the Ledger 
at all. If this latter method be adopted, obviously the 
Cash Book has ceased to be a Journal and become nothing 
but the Cash and Bank Account of the Ledger, kept for 
convenience in a separate book. This is the modern view 
of a Cash Book, and the method to which the Student 
should school himself. 

Even if this view be adopted there is one feature of the 
Cash Book which makes it permissible to state that it has 
not wholly lost the function of a Journal: we refer, of 
course, to the Discount columns. It is not usual to balance 
these in the Cash Book, but to total them, to open a Ledger 
Account for Discounts and to carry Discounts Allowed to 
the Debit of this Ledger Account and Discounts Received 
to the Credit thereof, the net Balance of this Ledger Ac- 
count ultimately finding a resting place in the P. and L. 


A/c. 


- we 
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(c) So important is the Cash Book in modern commerce,. 
that one clerk, styled the Cashier, is frequently told 
off for the purpose of dealing solely with this book.. 
His duty is to see that all entries are made punc- 
tually, that Discounts are entered corrrectly, and 
that his firm receives the full discount from their 
creditors to which under their contracts they are 
entitled. Further, he obtains from the Bank the- 
Bank Pass Book at regular periods and observes. 
that such Pass Book corresponds with the Cash 
column in his Cash Book. 


At the end of a trading period he will probably find that 
the Account in the Bank Pass Book does not tally exactly 
with the Bank Account in the Cash Book. Apart from 
error, there is an obvious reason for this, and it is this :— 
The cashier would naturally debit the Bank Account with 
all payments into the Bank (whether by cheque or cash) on 
the day such transactions were effected : similarly he would 
credit the bank on the very day the firm’s cheque was 
handed to a Creditor ; but the banker might not credit the: 
firm’s Account until the cheques handed in had been col- 
lected, and would certainly not debit the firm’s Account 
with the amount of cheques drawn by the firm until such 
cheques had actually been paid. 

In order to explain this divergence between the Bank’s. 
Pass Book and the Firm’s Cash Book, the cashier would 
draw out a Reconciliation Account, z.e. a Statement which 
shows the figures required to make one Account agree with 
another. Such a Reconciliation Account might be in the 
following form :— 


Se mS Ge 
Balance in the Bank, December 31st, 
1910, as per Bank Pass Book £750 0 0 
Deduct Cheque drawn but not yet pre- 
sented to the Bank for payment 25 0 0 725 0 0 
Add Cheque paid to Bankers on 
December 30th, 1910, but not yet 
collected by Bank 125 0 0 


Balance as per the Cash Book £850 0 0 
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(d) The Petty Cash Book.—At this stage we advise the 
Student to return to Lesson IX., and particularly to study 
the specimen of a Petty Cash Book there given. 

Just as the Cash Book proper was designed to lighten 
the work of posting through the old-fashioned Journal, so 
the Petty Cash Book is intended to lighten the work of 
Posting through the Cash Book proper, and to free it from 
the large number of entries of small payments incidental to 
every business. Frequently a junior member of the staff 
is specially designated to attend to this book. The student 
will observe that we have indicated two methods of Posting 
the P.C.B. dependent upon the view we take as to its 
scope :-— 


(1) On the assumption that the P.C.B. was a mere 
Memorandum Book, and not a book of First Entry, and 
consequently not an integral part of the system, we should 
open a Petty Cashier’s Account in the Ledger, and only the 
first cheque given to such petty cashier would be debited to 
the Petty Cashier’s Account in the Ledger. 

On the Imprest System the subsequent cheques would be 
entered in the Cash Book with short details of the pay- 
ments they covered, and the different nominal accounts. 
affected would be debited direct from the Cash Book 
proper. In our specimen the initial cheque is £10, and in 
the Cash Book proper there would be eight totals entered 
(Carriage, Postage, Telegrams, Travelling Expenses, Sta- 
tionery, Sundries, Office Furniture, C. Dee and A. Lee). 
These eight Accounts in the Ledger would be Debited 
direct from the Cash Book. 


(2) The above method, although advocated in a recently 
issued and excellent Text-book, is not commendable. It. 
overloads the Cash Book proper, and further it may be sub- 
mitted that the P.C.B. is a book of Original Entry. We 
advise the student therefore to debit the five Expenses 
or Nominal Accounts indicated above with the totals of the 
five Analysis Columns in the P.C.B., and similarly to debit 
the Ledger Accounts (Office Furniture, C. Dee and A. Lee) 
separately with the sums indicated in the P.C.B. The 
difference between the amount received by the petty cashier 
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and the amount paid should agree with the actual cash in 
hand, and will find a place in the Trial Balance and also be 
an asset in the final Balance th et. In our example it is, 
at the end of the period, the fixed sum of £10. 


(6) PURCHASES AND SALES. 


(a) The Purchases Journal.—In Lesson V. we have 
described the Purchases Journal or Bought Book, and indi- 
cated that analysis columns may be added to the right, if 
separate Ledger Accounts are kept for the different com- 
modities bought. We now give an example of the Pur- 
chases Journal with analysis columns. ‘There is no limit 
to the extent to which the analysis can be carried, and such 
analysis will usually be based on the commodities purchased 
or the departments into which the business is divided. 
Other principles of classification might be adopted, e.g. the 
columns might be based on geographical considerations to 
meet the varied requirements of the firm. At the end of 
a trading period, the total of the Purchases Journal will be 
carried to the Debit of the Purchases Account in the 
Ledger, which in its turn may be divided into columns, and 
the grand total of the Purchases Account will be trans- 
ferred to the Debit of a Trading Account as is explained 
below. If this Purchases Account be not opened in the 
Ledger, the Trading Account will be debited directly from 
the Purchases Journal. 
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(b) Returns Outward Book.—In whatever form the 
Purchases Journal is ruled, it is very desirable that the 
Returns Outward Book should be ruled in a similar 
manner. Hence if we adopt the form with analysis col- 
umns printed above for the Purchases Journal, we should 
base our Returns Outward Book on the same principles. 
‘The specimen on page 158 will illustrate the form of the 
book. 

We mentioned in Lesson IX. that the object of the 
Returns Outward Book was to record entries of goods 
returned by the trader to the seller from whom he had 
bought. In effect the return of goods to the seller is 
equivalent to a re-sale. Just as we credited the original 
seller when we bought from him, so now we debit him and 
credit this new impersonal account “ Returns Outward.” 
The seller to whom the goods have been returned should 
send a “credit note,’ acknowledging the receipt of the 
goods and the amount thereof, just as he sent us an 
invoice when we purchased goods from him. 

Not only may the Returns Outward Book be used to 
record returns to the sellers from whom we have purchased, 
but may also be used for other purposes, such as an over- 
charge in the price of the goods, or a shortage in the 
weight. When we bought goods we debited the Purchases 
Journal and credited the original seller with the full invoice 
amount of the transaction ; and in turn we now debit the 
original seller and Credit the Returns Outward Book 
whenever we return goods to him, or a deduction needs to 
be made for an overcharge in price or a shortage in 
weight. 

Where the Returns Outward are not very numerous, 
some traders do not keep a separate Returns Outward 
Book, but utilise the back portion of the Purchases Jour- 
nal, beginning on the last page of such book and working 
backwards. 

(c) The Sales Journal.—The Sales Journal too may have 


Analysis Columns according to the needs of any particular 
business, and might be ruled somewhat as follows :-— 
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Sales are credited and entered into it directly they 
occur, and the personal Accounts of the customers to whom 
goods have been sold are debited therefrom. The Sales 
Book is added up at given periods, and the totals are 
carried to the Credit of a Sales Account in the Ledger and 
the grand total of this Sales Account is finally transferred 
to the Credit of the Trading Account. If the Sales Ac- 
count in the Ledger be not opened and the Sales Journal 
itself be totalled only on the date of completing the 
Trading Account and making the final Balance Sheet (a 
method which we do not recommend), then the total of the 
Sales Journal would be carried to the Credit of the Trading 
Account direct. 

Whatever method we adopt in regard to the construction 
of our Sales Journal, a similar ruling should be made for 
our Returns Inward Book, that is, the Book which records 
returns of goods to us by our customers, allowances for 
short weight or overcharge. When returning such goods 
our customer would doubtless send us a Debit or Advice 
Note of such return, and we should give him some formal 
acknowledgment styled a Credit Note acknowledging the 
return of the goods and the amount thereof. If the number 
of returns is very small, the back of the Sales Journal 
could be utilised instead of keeping a separate book. The 
Returns Inward Book is debited with the amount of goods 
returned and the various customers’ Personal Accounts are 
credited. The Returns Inward Book would be added up 
at stated periods and carried toa Returns Inwards Account 
in the Ledger; this would be totalled at the end of the 
year and transferred to the Trading Account. 

We have already said that the total of the Purchases 
Account will be carried to the Debit side of the Trading 
Account, and the total of the Sales Account will be trans- 
ferred’ to the Credit side thereof. The Student would 
naturally expect the total of Returns Inwards to be carried 
to the Debit side of the Trading Account, and the total of 
the Returns Outwards to be carried to the Credit side 
of the said Account. The better practice, however, is to 
have double money columns for the Trading Account and 
to treat Returns Outwards as a deduction from the Pur- 


IB Miedos, Me 11 


162 ELEMENTARY PRACTICAL BOOKKEEPING. 


chases, and Returns Inwards as a deduction from the 
Sales. Such deduction would be made in the inner column, 
and the net total would find a resting-place in the outer 
column. ‘ 


(7) TRADING ACCOUNT. 


In the earlier stages of his study the Student has been 
taught to open a Goods Account. We have already seen 
that this Account is debited with the initial amount of 
Stock and with subsequent Purchases and credited with 
Sales. ‘This method is somewhat severely condemned by 
Mr. L. C. Cropper, in his excellent advanced treatise on 
Bookkeeping and Accounts, on the ground that it tends 
to become obscure in its reading, owing to the multiplicity 
of entries aud reversing entries which appear on either side 
of the Account. It may be submitted that Mr. Cropper’s 
censure is somewhat too severe, as one part of the Teacher’s 
task is to give the Student a rapid bird’s-eye view of the 
theory of Account Keeping and to show him the ultimate 
goal; at the same time it must be freely admitted that in 
a business of any dimensions Purchases and Sales would 
not be dealt with in one composite Goods Account. 

As we have already pointed out, the under-mentioned 
Accounts would be kept in detailed form in appropriate 
books of First Entry (such as Purchases Journal, Sales 
Journal, etc.) and in summarised form in the Ledger ; viz. 
(1) Stock Account for the initial amount in hand. 
(2) Purchases. (38) Sales. (4) Returns Inward and 
(5) Returns Outward, and the totals of these respective 
Accounts would be met with in the Trial Balance. After 
the Trial Balance has been drawn out and agreed upon, 
the items mentioned above are collected into a combined 
Account called the Trading Account. 

We have already recommended the Student to draw out his 
Trading Account with a double cash column on each side, so 
that the Returns Outwards might appear as a deduction 
from Purchases, and the Returns Inwards as a deduction 
from Sales. Of course it will be necessary to take Stock 
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at the end of the trading period and to credit the Account 
with the amount of this Stock, just as we did in the case 
of our Goods Account in Lesson IV. The above would 
represent the outline of a very simpl> Trading Account. 
We have indicated in Lesson IV. and Lesson VI. (pp. 83,34) 
that the Trading Account, especially in the case of a manu- 
facturing business, will contain items in addition to those 
mentioned above. 

The object of the Trading Account is to show the gross 
profit on the amount realised for the goods sold after 
charging the actual cost of production necessary to render 
these goods marketable. A manufacturer who buys raw 
material, and who pays carriage, insurance and workmen’s 
wages in order to convert such raw material into manu- 
factured goods naturally takes these items into account as 
part of the cost of his production, just as much as the sums 
of money he paid for the raw material. In fact in many 
classes of business the wages of labour necessary for the 
conversion of the raw material into the finished product 
far exceed the cost of the raw materials themselves. 
Hence the manufacturer would place on the Debit side 
of his Trading Account not only the cost of his raw 
material, but also a portion of the expenses of the estab- 
lishment, and the wages paid for productive labour, 1.e. 
for working up the material. 

The difficulty is that of determining what expenses ought 
to be debited to the Trading Account, and what to Profit 
and Loss. It is perhaps impossible to draw any strict line 
of demarcation, but it may be submitted that manufac- 
turing wages, the carriage paid for bringing the goods to 
the mill or warehouse, and also any duty paid on such goods 
are appropriately placed on the Debit side of the Trad- 
ing Account. Some Accountants would also debit this 
Account with the rent and expenses of the mill, the cost of 
coal and power, and the depreciation of machinery. It is 
not wise, however, to burden the Trading Account with too 
many expenses of this character; and certainly all ex- 
penses of distribution (such as salaries paid to travellers 
and clerks), cost of advertising, carriage outward, rent of 
the office, etc., are not charged to the Trading Account. 
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(8) ACCOMMODATION BILLS. 


These are Bills which do not represent actual transactions, 
but are put into circulation to raise funds either for the 
convenience of the Drawer or the Acceptor or both. They 
are similar in form to legitimate Bills and are journalised 
in the same manner. In addition to Accommodation Bills 
(which in the jargon of commerce are known as “Kites ’’) 
we may notice an allied type known as House Bills. These 
are Bills drawn by a firm on itself as between different. 
branches or agencies. : 

It need perhaps scarcely be said that Bankers look with 
disfavour upon Bills of this type which do not represent 
legitimate trading transactions; and in all probability 
where an Accommodation Bill was drawn and accepted for 
the mutual benefit of the parties thereof, the drawer would 
take the precaution to pay the acceptor his agreed share of 
the amount advanced by the banker in actual cash, so that 
the banker should not suspect the arrangement. A con- 
crete example will probably make the procedure clear. A. 
draws and B. accepts an Accommodation Bill for £1000 at 
3 months. A. immediately discounts the Bill at his bank 
at the rate of 5 per cent. A. and B. mutually intend that 
they should divide the proceeds. A. would pay B. his half- 
share of the net proceeds in cash, The entries in A.’s 
Journal would be as follows :— 


1. B. R. Dr. £1000 to B. Cr. £1000. 
2. Bank or Cash Dr. £987 10 


Discount = £6 55 to B.. BR. Cr. £1000 
B. s £65 
Bye By Sea le », Cash Cr. £493 15 


If B. paid the Bill at maturity, no additional entry 
would be needed in A.’s Journal, unless A. paid his pro- 
portion (£500), and then the entry would be :— 


B. Dr. £500 to Cash Cr. £500. 


ACCOMMODATION BILLS. 165 


_ The corresponding entries for this series of transactions 
in B.’s Journal would be as follows :— 


1 awa. Dr. £1000 to B/P Cr. £1000 
2. Cash SO aS es 
Discount __,, ESC oy A. (Cr; 500 
o<5B/P i £1000 ,, Bank or Cash £1000 
4. Cash 4 £500 ,, A. Cr. £500. 


It may be necessary to add the warning that a person 
who puts his name on a Bill for the accommodation of 
another stands in the position of a surety, and if the other 
becomes bankrupt the surety will be called upon by the 
bank which has discounted the Bill to pay. If such surety 
does pay, he may prove against the estate of the drawer; 
that is, he may prove against the estate when he has taken 
up his own paper and so exonerated the estate in respect of 
it. Obviously if the solvent party and the holder of the 
Bill (generally the bank) were both allowed to prove against 
the estate, there would be double proof in respect of the 
same debt, which is contrary to Bankruptcy Law. 

Where both parties to such an exchange of an Accom- 
modation Paper become bankrupt, it has long been the 
rule that there can be no proof by either estate against 
the other for the amount of the outstanding Bills: the cash 
balance—that is, the sum that either bankrupt has actually 
paid on the Bills—can alone be proved; unless, indeed, 
after the holders of the paper have been satisfied, there 
should be a surplus of the estate ultimately indebited, in 
which case proof might be made—a contingency very un- 
likely to occur in practice. 


(9) BALANCE SHEET ENTRIES. 


Before discussing the final Balance Sheet we may perhaps 
usefully add a few notes descriptive of some of the items 
that frequently occur therein :— 

(a) Goodwill.—Goodwill has been defined as “the benefit 
arising from connection and reputation.” It is the interest 
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in the connection which has been established by the owner 
of a business, and for which he, when selling the business, 
would expect to be paid. We shall deal in Part II. at 
greater length with this topic, and here we must be content 
with noting that strictly Goodwill is an asset ; but it is an 
intangible one and often an unrealisable or unsaleable one. 
Hence it is very advisable to systematically “write down ” 
the Goodwill. 

(b) Reserve for Liabilities Incurred, but not yet accrued 
Due.—F requently at the date when the final Balance Sheet, 
is struck, certain liabilities may have been inurred, but are 
not yet due: i.e. the trader may have commenced the 
tenancy of his shop on October Ist, and his half-year’s 
rent be due on March 31st following. We will assume 
that the rental is £100 per annum, and that he is drawing 
out a final Balance Sheet on December 31st following the 
commencement of his tenancy. Obviously the liability for 
a quarter’s rent (£25) must be taken into aecount. How 
shall we deal with this in our Balance Sheet ? 

We might on December 3lst debit our Rent Account 
with £25 and open a Suspense Account which would be 
credited with a like amount. The Rent Account like all 
other Expenses Accounts would be carried to the Profit and 
Loss Account, and thus the P. and L. A/c. for the period 
ended December 31st would be debited with this £25; 
and the amount at the credit of the Suspense Account 
would appear asa liability in the Balance Sheet, and would 
be described as “ Reserve for Accrued Liabilities.” Ob- 
viously other accrued liabilities, such as rates and taxes, 
carriage, salaries and wages could be dealt with in a similar 
manner, 

We might, however, avoid thenecessity of opening a Sus- 
pense Account, and make a Journal Entry which would 
read as follows :— 


December 31st, Rent Account (old period) Dr. £25 
to Rent Account (new period) Cr. £25 
(8 mos. Rent accrued) 


The effect of course is the same; viz. ultimately the 
P. and L. Account will be debited with £25, and the 
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Balance Sheet will show a “ Reserve for an accrued lia- 
bility” of the same amount. 


(c) Reserve for Discount.—If the Trader is in the habit 
of allowing a Cash Discount to his customers, it will be 
prudent on his part to provide for this contingent deduction 
and to show the effect of such provision in his Balance 
Sheet. He will reserve an estimated sum to meet these 
future deductions. Generally this provision will be based 
on a percentage of the debts outstanding. The Discount 
Account will be debited with an appropriate deduction, 
and ultimately the P. and L. Account will be affected in 
the same way. ‘The Reserve, however, will not be shown 
in the Balance Sheet as a Liability, but will be entered in 
the innercash columnas a deduction from theasset—Sundry 
Debtors. 


(d) Reserve for Future Bad and Doubtful Debts.— The 
Student has already become acquainted with the Bad Debts 
Account. We have seen in Lesson VI. that, if one of our 
Debtors becomes Bankrupt, we debit our Bad Debts Account 
with the amount of our loss, and credit the debtor. We 
have also noted (p. 52) the procedure necessary when we 
have misjudged our customer and written off his Account 
as a Bad Debt, which Account he subsequently pays. 

In this note we are not dealing with Bad Debts that 
have actually accrued due, but with the provision which a 
prudent trader will make for future losses of this descrip- 
tion. In drawing up our final Balance we ascertain the 
sum of our Book Debts, and we know by past experience 
that there is a possibility that some of our debtors will not 
ultimately be able to meet their obligations. Hence we 
open an Account for “future Bad Debts” or, as it is more 
commonly called, ‘a Reserve for Bad and Doubtful Debts 
Account.” ‘The first act in our procedure is to Credit this 
Account with a certain sum and to Debit the P. and L. 
Account with a like amount. 

The practical point to be considered is the amount we 
shall so “Reserve”; and at least two ways of approach 
ing the question are open to us. (1) We may consider 
our Debtors individually, and reserve such sum as our 
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judgment leads us to expect that we shall lose, or (2) the 
amount that we reserve may be a certain percentage of the 
total of our Book Debts. “This is the simpler and more 
usual plan. The exercise of jddement is equally necessary 
in this case, but past experience will have given the prudent 
trader a good idea of his normal losses under this particu- 
lar head. 

The common plan then is at the end of a given trading 
period to Credit the Reserve for Doubtful Debts Account 
with a percentage of the outstanding debts and to Debit 
the P. and L. Account with a like amount. This Reserve 
for Doubtful Debts may appear as a Liability in the final 
Balance Sheet, or perhaps more appropriately will appear 
as a deduction in the inner cash column on the asset side 
from the Sundry Debtors, after the manner we have 
recommended for Discounts. 

The Student is sometimes puzzled as to the procedure 
he should adopt at a second or subsequent date of balanc- 
ing, when the sufficiency or otherwise of the Reserve for 
Doubtful Debts has to be reconsidered. | During this 
next period this Doubtful Debts Account will have been 
debited with the bad debts that have actually materialised 
during the period, the Personal Accounts of the Debtors 
being of course credited. 

If a balance still remains to the credit of the Doubtful 
Debts Account and is insufficient for the standard adopted 
in the business, viz. the agreed percentage on the out- 
standing debts, obviously the amount will need to be 
credited with the amount necessary to bring it up to this 
standard, the P. and I. Account of course being debited 
with any amount that may be so necessary. 

On the other hand the outstanding debts may be much 
smaller in amount than was the case at the previous 
balancing and the Account may already be credited with 
more than ‘is necessary for the agreed standard or percen- 
tage. Ifthe standard then is to be uniformly kept, the 
Reserve for Doubtful Debts Account will be debited with 
such sum as is requisite to reduce it to the agreed 
standard, and the P. and [L. Account will be credited with 
the like amount. 
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(e) Reserve Fund—We now come to the considera- 
tion of another Reserve which is not usually made to 
provide for any specific anticipated loss or accrued liability, 
but is rather a conservation of strength for general 
purposes and for strengthening the business. We refer to 
the Reserve or Reserve Fund. Most of the great Banking 
Companies and many Limited Liability Companies do not 
distribute to the shareholders all the profits they have 
made in a given period, but reserve a little for a future 
ramy day to meet unforeseen contingencies. A prudent 
trader will adopt the same plan. In the case of a sole 
trader there is perhaps no specific necessity to earmark the 
profit retained in the business with the title of Reserve 
Fund. Obviously his Capital Account could at the end of 
the trading period be credited with such increase. 

In the case of a Limited Company with fixed Capital, 
however, it is necessary to earmark such retained profit 
under a specific designation. Very much controversy has 
taken place as to the appropriate designation for such 
accumulations of profits. The Bank of England uses the 
expression “Rest” to designate its Reserves of this 
character. Generally, however, the favourite designations 
are either “ Reserve Fund” or the term “ Reserve.” 

If the accumulation of profits retained is invested out- 
side the business in other securities, many Accountants 
prefer to call the accumulation a “‘ Reserve Fund,” whereas 
if the accumulation is merely retained in the business, it is 
deemed advisable to call this Liability merely a “ Reserve” 
or ‘ Reserve Account.” 


(10) BALANCE SHEET. 


We have already seen that the Balance Sheet is a 
classified list of Liabilities and Assets at the end of a 
Trading Period. It may be well to warn the Student that 
the Balance Sheet is a statement of such Liabilities and 
Assets on a given date, and not for the half-year or the 
year as the case may be. He should be careful therefore 
to date his Balance Sheet properly, using the expression 
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December 31st, or June 30th, or other appropriate date. 
In one sense the Balance Sheet is a second Trial Balance, 
compiled after the P. and L. Account and Capital 
Accounts have been closed. 

Strictly speaking the terms Dr. and Cr. are inappropriate 
in a Balance Sheet, and, further, it might be submitted that 
the Balance Sheet is not a Ledger Account at all. Some 
Bookkeepers, however, do use the expressions Debtor and 
Creditor, i.e. they view the Balance Sheet as a Ledger 
Account, showing the relationship of such business to its. 
various Debtors and Creditors. We have already learned 
that our Debit Balances are Assets, and that our Credit. 
Balances are Liabilities. The American arrangement 
consists in placing the Assets on the left-hand side, and 
the Liabilities on the right, and reasons could be found to- 
support the contention that this arrangement is more 
logical than the English practice of placing the Liabilities. 
on the left and the Assets on the right. i 

We may note that, in addition to the term Balance 
Sheet, the expression “ Statement of Affairs” is sometimes. 
used, and more particularly in the case of Single Entry or 
other system that falls short of the complete Double 
Entry System hitherto expounded. The young Student. 
would be wise in adopting some definite order in the 
arrangement of the Liabilities and the Assets. Arithme- 
tically of course no definite order is necessary in order to: 
arrive at a correct result, but there are fashions or customs 
in planning a Balance Sheet which the beginner cannot 
afford to dispense with. If he peruses the Balance Sheets. 
issued by Public Companies he will find that the Capital 
Account takes first place on the liabilities side, being 
followed by Debentures, then Reserve Fund, Sundry 
Creditors and a summary of the P. and L. Balances. In 
the Balance Sheet of a sole trader, however, probably the 
reverse order is more customary. 

In the case of the Assets two methods suggest them- 
selves at once, and one is, to arrange the Assets in the 
order of their liquidity or ease with which they can be 
realised. On this plan the order would be somewhat as 
follows:—Cash in hand, Bank Current Account, Bank 
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Deposit Account, Stock Exchange Securities, Bills receiv- 
able, Trade Debtors, Stock in hand, Land and Buildings, 
Plant and Fixtures, Goodwill, Patents, etc.; 7.e. the 
unrealisable Assets or those most difficult to dispose of 
would be placed last. The converse arrangement is some- 
times met with, viz. those Assets which it is not intended 
to realise but rather to use in the business being placed 
first, and the circulating Assets, 7.e. those which it is the 
pio of the business to convert into money, being placed 
ast. 

A most important consideration for both the proprietor 
of the business and his creditors is knowledge as to the 
value at which the Assets have been valued. Strictly this 
subject les outside the scope of this treatise, and in fact 
an Accountant would generally consider that it was the 
Manager’s business rather than his own to place a value 
upon the Floating or Circulating Assets of the firm and 
would doubtless add a remark to the effect that the value 
assigned to such Assets had been done by the Manager or 
Proprietor. When we were discussing the Goods Account 
and the method of taking stock we advised the student 
never to value the stock on hand above cost price and not 
even at cost price when the market price had fallen below 
cost price. 

Perhaps slightly different considerations would guide 
one in valuing the fixed Assets, such as Building, Plant, 
Machinery, Goodwill, etc. In the first instance such 
items would doubtless be taken at cost price ; but although 
the name Fixed Assets is then used to describe them, as a 
general rule they will diminish in value and could more 
properly be termed Wasting Assets: the prudent trader 
will therefore take steps to write down the value of such 
Assets so that their nominal value may not be out of all 
relations to their marketable value. Of course it is not 
contended that at the end of each year the Assets should 
be then written down to what is termed their auction or 
slaughter value, but merely that a serious and consistent 
attempt should be made to depreciate such Assets, pro- 
portionate to the life or durability of the assets, so that 
when its value is evaporated from natural causes or 
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enforced sale is necessary, the difference between its 
Balance Sheet value and its actual worth shall be a 
minimum, 4 

It may be of service to-notice here some of the favourite 
methods of providing for and effecting the writing down 
or “ Depreciation ” of Wasting Assets :— 

(1) An equal amount of the cost is written off each 
year: thus if the life of a machine is ten years, its value 
would be written down after the rate of 10 per cent. of 
the cost annually, and thus its book value after ten years’ 
use would disappear. Suppose the machine cost £500, the 
necessary annual entry would be :— 


P. and L. A/e. Dr. to Machine A/e Cr. £50. 


(2) The above is not perhaps the commonest plan, 
especially in the case of assets that are likely to cost heavy 
sums in repairs in the later years of their lives. In such 
cases it is more usual to write them down at a certain fixed 
percentage of their book or written down value at the end 
of the previous trading period. Thus if we write our £500 
machine down at 10 per cent. on this method, the operation 
would be as follows :— 


Value of Machine at Cost: £500 
lst Year’s Depreciation 50 


Value at end of lst Year £450 
2nd Year’s Depreciation 45 


Value at end of 2nd Year £405 
drd Year’s Depreciation 40 10s. 


Value at end of 3rd Year £364 10s. 


The method is a convenient one, and satisfactory, if 
the trader will depreciate at a rate sufficiently high to 
write off the value within the “ life’ of the machine. 

(3) In the case of leaseholds, a favourite plan of pro- 
viding for the shrinkage in value is to take out an assurance 
policy to secure repayment at the end of a stated period of 


SINGLE ENTRY. 173 


the cost of the leasehold. A similar plan can be adopted 
with other assets. It has this advantage, viz. that during 
the currency of the policy the book-value of the asset may 
remain constant. The only annual entry needed would be:— 
P. and L. A/c. Dr. to Cash (amount of Insurance Policy 
Premium). Finally, when the policy matured and was 
paid, the Leasehold or other asset would be written off :— 
Cash Dr. to Leasehold (original cost). 


(11) SINGLE ENTRY. 


Before closing Part I. it will be appropriate if we add 
a few words respecting Single Entry Bookkeeping. Fre- 
quently candidates are asked in examinations to describe 
the defects of the Single Entry method of Account Keep- 
ing. We do not consider that this is a very intelligent. 
question, as the term Single Entry itself is used with 
different meanings. Frequently books are said to be kept 
on the Single Entry system whenever they are not kept. 
on the Double Entry system hitherto described. Unfor- 
tunately in practice Accountants do meet with books not 
kept on the Double Entry system, and often are debited 
with the task of bringing such books into line with the 
Double Entry system. 

The Student has already grasped the fact that every 
account is a record of pecuniary rights or obligations, and 
that every transaction affects at least two accounts. A 
Double Entry is necessary if there is to be a complete record 
of the dual effect of the transaction: thus if I sell £50 
worth of goods to Brown on credit, the full effect is not 
shown if I content myself with opening an account for 
Brown in my Personal Ledger and debit him with £50. 
The complete record means that I must credit my Sales 
Journal with £50 also. 

What then is Single Entry? Perhaps we may define 
it as a system whereby only one of the two aspects of the 
exchange involved in any transaction is recorded. When- 
ever debits are entered in the Ledger without their corre- 
sponding credits or vice-versa, we have the Single Entry 
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system. On the pure Single Entry system only one book 
would be used, viz. the Ledger, or rather the book corre- 
sponding to the Personal edger of the Double Entry 
system, for there would be a record only of accounts 
having a personal aspect, in short a record of goods bought 
or sold on credit. When the account is settled the cash 
would be entered direct to the Personal Account in the 
Ledger appertaining to the transaction in question. The 
term Single Entry, however, is often used to mean a little 
morethan this, and, as one writer has put it, it means“ Single 
Entry Bookkeeping plus a modicum of Double Entry 
methods.” We may find therefore books kept on systems 
somewhat as follows :— 


(1) There may be a Sales Ledger and a Cash Book 
only. The Cash Book would record all receipts and pay- 
ments of cash, but obviously on this system only such 
receipts as affected the Personal Accounts in the Sales 
Ledger could be properly posted therein. ~ 


(2) A further development would be to substitute a 
Personal Ledger instead of the Sales Ledger and to retain 
the Cash Book. On this plan rather more of the items in 
the Cash Book would be posted, viz. those items which 
recorded payments to our creditors as well as receipts from 
our debtors. 


(3) If the business were of any magnitude, probably a 
Purchases and a Sales Journal would be kept in addition 
to the Personal Ledger and Cash Book, although the totals 
of such Purchases and Sales Journal would seldom be 
added up, as obviously there is no book in which such 
information could be posted. The records of such a system 
of Bookkeeping will vary then with the kind of books 
kept; but if the trader merely has a Cash Book, a Personal 
Ledger, a Purchases Journal and a Sales Journal, a good 
deal of information is lacking in order that there may be 
a continuous record of his transactions, a Trading Account, 
or a Profit and Loss Account, and a proper Balance Sheet 
at the end of the period to show his financial position. 

We see then some of the defects of this incomplete 
system. In the first place we are not able to prove the 


SINGLE ENTRY. 175 


accuracy of our work, and we are not able to draw out the 
statement termed the Trial Balance. Secondly, although 
in a roundabout way we may ascertain whether a loss or a 
gain has been effected, yet such information will have to 
be gathered from many details not recorded in our books 
and is consequently very liable to be wrong. Thirdly, 
even if the Profit or Loss is ascertained correctly, the 
figure is arrived at as one whole, and no detailed intorma- 
tion can be given showing how the result has been attained. 
Fourthly, as nominal accounts are not kept, we have no 
information as to the expense incurred in carrying on the 
business. In short, comparisons cannot be made and 
finality cannot be assured. 

We have said that the net gain or loss can be ascertained 
from a set of books kept by Single Entry, but the figure 
is often unreliable, as some of the particulars must be 
suppled from information not contained in the four books 
we have mentioned: take e.g. the list and value of the 
Assets: none of the four books mentioned contains either 
such a list or the value of the same. Similarly there is no 
book containing the Capital Account or other Liabilities 
of the firm (such as Loans, Mortgages, etc.) other than 
Creditors’ Accounts contained in the Personal Ledger. 
This information, however, must be supplied from some- 
where before a Statement of Affairs can be drawn up and 
consequently the trader must rely on either his memory or 
other memoranda for this purpose. 

Having obtained such particulars from any sources 
available, the trader must make out a list of his Liabilities 
and Assets at the beginning of the trading period under 
review, so as to ascertain his capital (that is, the excess of 
his Assets over his Liabilities) at this date. Next he must 
prepare a similar list of Assets and Liabilities at the end 
of that period. If his capital has increased, there may 
have been a gain; whereas if his capital has diminished 
there may have been a loss. 

‘The Student will notice that we cannot speak with any 
finality on the point, because this method breaks down 
when the proprietor has failed to keep his private expenses 
distinct from his business expenses; the above plan would 
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suffice only when there had been no sums of money intro- 
duced as Capital and no withdrawals during the trading 
period. Hence, if there hawe been withdrawals or intro- 
ductions of capital during the year or period under review, 
this must be taken into account: in other words, to the 
capital ascertained there must be added the sums withdrawn 
by the proprietor, and all sums introduced during the 
trading period must be deducted. If after having made 
this adjustment the capital is increased, we say that the 
excess 1s a profit; whereas, if the capital has diminished, 
the decrease is the loss. 

A proper system of Account Keeping will (a) give us a 
continuous record of transactions, both incomings and out- 
goings, of Assets and Liabilities; (b) a record of the value 
of all Liabilities Gncluding Capital) and Assets and a 
record of our Gains and Losses; (c¢) show at any time the 
amounts due to us or by us; (d) enable us to group the 
totals of all transactions together at any period, so that we 
can compile a trade account for that purpose, and make 
out our P. and L. Account and Balance Sheet at the end 
of the period. ‘To convert this Single Entry system into 
the Double Entry system with a view of supplying the in- 
formation above mentioned, obviously we must— 


(1) Procure a nominal Ledger and prepare a Statement, 
of the Liabilities and Assets at the beginning of a trading 
period. We havealready a Cash Account and the Accounts 
of the Debtors and Creditors; but we need the opening 
balances of our remaining Accounts. 


(2) We have seen that only certain items in the Cash 
Book are posted, viz. those dealing with the Accounts in 
the Personal Ledger. We must analyse the Cash Book 
therefore to ascertain that all other items are properly 
posted into the Nominal Ledger. We shall particularly 
look for such items as Cash Sales, Capital introduced or 
withdrawn, Goods purchased for cash, and the various items 
making up Expense Accounts. In short we shall see that 
the Cash Book has all its items duly posted to appropriate 
accounts. 


(3) We saw that on the Single Entry system a Purchases 
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Journal and a Sales Journal would probably be kept, but 
not cast up, as there was no book into which such totals 
could be posted. We must now see that the books are 
added up and the appropriate Purchases Account or Sales 
Account in the Nominal Ledger duly Debited and Credited. 


(4) We must duly enter up all other items appearing - 
in the Single Entry Books which have not been hitherto 
posted; such items would include the Discounts received 
and allowed recorded in the Cash Book, and would involve 
an analysis of the Returns Inwards and Outwards, Bad 
Debts, etc. 


(5) We must enter in our Nominal Ledger the various 
Liabilities and Assets at the close of the period and make 
out our Trial Balance; we must transfer all the differences 
or Nominal Accounts to the Trading Account and ultimately 
to the P. and L. Account, and finally the balance of the 
P. and L. Account to the Capital Account. We are then 
in a position to strike our final Balance Sheet, our Double 
Entry system having been completed. 


PLB. TI. 12 


178 
ABBREVIATIONS IN GHNERAL USE. 


A/c. = Account. ~ 

A/S. = Account Sales.- 

Am’t. = Amount. 

Bal. = Balance. 

B/E. = Bill of Exchange. 

B/L. = Bill of Lading. 

B/P. = Bill Payable. 

Bt. = Bought. 

B.R. == Bill Receivable. 

Cap. = Capital. 

Caled = Charges, _Insur- 
ance, Freight. 

c/o. = Care of. 

Co. = Company. 

Cr.” = Credit or Creditor. 

D/d. = Day’s date. 

D/s. = Day’s sight. 

Dis. = Discount. 

Div = Dividend, 

Do, = Ditto. 

Dr. = Debit or Debtor. 

E. E, = Errors excepted. 


E. & O. E. = Errors and Omis- 
sions excepted. 


Ent. = Entered. 

(.4 = Out of—e.g., ex 
Montebello. 

f. 6. 8 = Free of capture 
and seizure. 

f. g.a = Free general aver- 
age, 

f.0. b = Free on board. 

1S AGS = Free on rails. 

f.p.a = Free of particular 
average, 

fol. = Folio or page. 

Fr’t. = Freight. 

Gall. = Gallon, 

Hhd. = Hogshead. 

Inst. = Instant, the pre- 
sent month. 


Int. = Interest, 
Inv. = Invoice 
Lbs. = Pounds. 
M/d. = Month’s date. 
M/s. = Month’s sight. 
Mos. = Months. 
N/p. = Net proceeds. 
No. = Number. 
Pd. = Paid. 
Pes. = Pieces. 
Prem. = Premium. 
protem = For the present. 
Prox. = Proximo, next 
month, 
Rec’d. = Received 
Ret’d. = Returned. 
Set. = Sight. 
Signs :— 
ff. = Per cent., thus 5 % 
@ = At. 
aS = Pounds. 
8. = Shillings. 
d. =-Pence. = | 
Cg. = Exempli gratia = 
for example. 
1.€. = 1d) €sti=— thats. 
“e = Ditto marks. 
1/9/11 = Sept. Ist, 1911. 
Sks. = Sacks. 
Stg. = Sterling. 
Stk. = Stock. 
ult. = ultimo = last 
month. 
via = By way of. 
viz. = videlicit = 
namely. 
xd. = Without the cur- 


rent dividend. 


N.B.—For additional abbreviations, see Part II. 
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SHORT DEFINITIONS. 


(For Additional Definitions, see Part IT.) 


Account-Current.—A statement rendered by one party to 
another with whom he has done business; setting out 
in order of date, and in Dr. and Cr. form, the transac- 
tions which have passed between them during any given 
period. In fact, the copy of a Personal Account from 
a Ledger is an Account-Current. 

This term should be carefully distinguished from tle 
term “ Account.Sales ” explained in Lesson XII. 

Ad valorem.—In proportion to the value. 

Advance.—Money paid by the purchaser for gcods before 
delivery, or by a consignee before sale. 

Advice.—Information sent by letter on any matter of 
mercantile interest. 

Affidavit.—A written statement made on oath, 

Agent.— A person employed to transact business on behalf 
of another. 

Annuity. A sum of money payable annually, either for a 
term of years or for life. 

Appraisement.—A sworn valuer’s estimate of the value of 
goods. 

Arbitration.—The adjustment of a dispute by reference to 
a neutral person or persons. 

Arbitration of Exchange.—A comparison of various foreign 
rates of exchange, with the view of finding out the 
cheapest route for the transmission of money by means 
of bills. 

Assignment.—A deed which transfers to another some right, 
title, or interest in property. 
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Audit.—The examination and checking of accounts by an 
independent and authorised person. 


Average.—This term is applied in marine insurance to 
losses which are not total. Averages are general and 
particular. 

General average expresses the adjustment of the loss 
amongst the various owners. It is a contribution 
which, by the commercial law of every country of 
Europe, is made by the general body of proprietors of 
the ship or cargo towards the loss sustained by any 
individual of they number whose property has been 
sacrificed for the common safety ; as where, in a storm, 
jettison is made of any goods, or sails or masts are cut 
away, for the sake of saving the rest of the ship and 
cargo. 

Particular average is an expression used to denote 
every kind of partial loss or damage happening to either 
the ship or cargo from any cause whatever. 


Bank Rate.—The minimum rate per cent. at which the 
Bank of England will discount bills. 


Barratry.—The act of fraudulently running away with ship 
or cargo by a captain or crew. 


Barter.—The exchange of one article for another without 
the intervention of money. 

Bill of Lading.—A receipt given by the master of a vessel 
for goods embarked on board. This receipt is sent to 
the consignee by the consignor, and must be produced 
by the consignee or the holder in order to obtain 
delivery of goods when the vessel has reached its 
destination. (See specimen in Lesson XII.) 

If the holder be not the consignee, the Bill of Lading 
will require endorsement by the latter. 


Bill of Parcels—Commonly called an Invoice—i.¢., a state- 
ment (sent to the purchaser) of the quantities, sorts, 
and prices of goods bought. 

Bill of Sale.—A deed evidencing the conveyance of personal 


property. It is generally given as a security for debt: 
in point of fact, it is a mortgage of personal property. 
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Bill or Letter of Credit,—A letter sent by one person to 
another authorising or asking that other to give credit 
to the bearer for goods or money. 

Bond.—A deed guaranteeing the payment of a sum of money 
under conditions, or at a specified time. 

Bonded Warehouse.—A place where imported goods liable 
to duty may be stowed, the duties not being required 
to be paid until the goods are removed. 

Bonus.—A payment to the shareholders of a company over 
and above the regular dividend. 


Bullion.—Uncoined gold and silver. 


Charter-Party.—A contract for the hiring of the whole or 
part of a vessel. 


Circular Note.—A banker’s order made payable at a number 
of places. 


Clearing House.—A central office maintained by bankers 
in large towns, where the clerks meet once or twice 
daily and exchange the cheques and bills due to and 
from each other. 


Collateral Security.—A security given for a loan in addition 
to the chief security—e.g., if I lent Smith £500 on the 
mortgage of his house, I might also require the joint 
and several Promissory Note of (say) Smith and Brown 
in order to guard against the possibility of the first 
security (the mortgage) not proving adequate. 


Commission.—A charge made by one person or firm for pur- 
chasing or selling goods on behalf of another, or for 
other services rendered. 


Company.—An association for trading. Unless registered 
as a Limited Company, all the members will be jointly 
and severally responsible for its liabilities. As Limited 
Companies form such a prominent feature of modern 
commercial life, both the business man and the investor 
should make himself acquainted with the law respecting 
Joint Stock Companies. He can do this from such an 
elementary work as Eustace Smith’s Summary of 
Company Law, and see Lesson XV. 
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Composition When an agreement is entered into between 
a debtor and his creditors, whereby the latter accept 
a proportion of their debts in settlement of their full 
claims, the debtor is said to compound with his creditors, 

Cover.—-A Stock Exchange term for the amount of money 
sent by a purchaser as security for the broker. The 
latter will recoup himself out of the ‘“ cover” in case 
the purchased stock falls in price. 

Coupons.—Orders for the payment of interest, appended 
to bonds. They are severally cut off and presented 
when due. 

Current Account.—A continued account between two or 
more parties—eg., a cheque account at a bank as 
distinguished from a deposit account. 


Days of Grace.—The period allowed to the acceptor of a 
Bill, after the time stated on the Bill, before payment 
can be claimed. 


Debenture.—A bond or mortgage given by a Company as 
security for the repayment of a loan and the interest 
thereon. The name Debenture is applied when the 
loan is repayable at an ascertainable time. If the 
principal is not redeemable, the bonds are called 
Debenture Stock; hence Debenture Stock is the name 
applicable to permanent loans. In the case of Deben- 
ture Stock the property covered by the mortgage deed 
is really a security for the regular payment of the 
stipulated interest. 


Del Credere Agent—An agent who guarantees to his 
principal the payment for goods sold on commission in 
the event of the insolvency of the purchaser. 


Demurrage.—An ambiguous term, used — 

(1). To express the compensation payable by the 
charterer of a ship for detaining her in loading or 
unloading beyond the time allowed in the charter- 
party. The stipulated time is called the “Lay 
Days.” 

(2) To express the period of detention beyond the 
agreed time. 
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Deposit.—(1) Money placed with a banker, usually at an 
agreed rate of interest, and repayable on demand or 
at a certain notice. 

(2) A sum of money paid in order to bind a contract, 
and forming part of the purchase-money, 


Derelict.—A ship abandoned at sea. 


Dock-Warrant.—A note given by the owner of a dock or 
wharf stating that certain specified goods are in his 
keeping. 

Drawback.—Customs duties which, having been paid on 
the importation of goods, are repaid on their export, 


Embargo.—A Government order prohibiting the sailing of 
ships from its ports, pending the settlement of some 
disputed question. 


Excise.—Duties on certain articles manufactured or pro- 
duced at home. 


Freight.—(1) The amount charged for the carriage of 
goods. 
(2) The cargo of a vessel. 


Instalment.—The liquidation of a debt, by payments in 
part, spread over a lengthened period. 


Insurance or Assurance.—A contract by which one party 
called the Insurer or Underwriter, in consideration of 
a payment called a Premium, undertakes to indemnify 
another against the consequences of loss of a particular 
character. There are many kinds of insurance, but 
the four chief kinds are Life, Fire, Marine, and 
Accident. The document stating the conditions of the 
insurance is called the policy. 

The term Underwriter is generally applied to one 
who undertakes marine risks; he is so-called from 
the circumstance that he writes his name under the 
agreement, 


1.0.U.—An abbreviation of “I owe you.” It is an 
acknowledgment of debt somewhat as follows :— 
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Luxps, September 1st, 1911. 
Mr. SmrrHson ~ 


1.0.U. £5. 


J. PEARSON. 


An I.0.U. requires no stamp, but no conditions 
regarding time or mode of repayment must be stated ; 
otherwise it would require stamping like an ordinary 
Promissory Note. 


Jettison—Throwing overboard any part of the ship or 
cargo with the object of saving the rest. 


Lay Days.—See DemurRRAcE. 


Lien.—The right which some people have of, detaining the 
property which they have in possession belonging to 
others, on account of labour spent upon it, or on 
account of a balance due to them by the owners. 


Liquidation The administration of an estate with a view 
to bringing the transactions to a close, and to dividing 
the assets amongst those entitled to them. The term 
“‘winding-up” is used with the same meaning. The 
student must guard against the erroneous impression 
that, because a company winds up, it is necessarily 
insolvent. Generally when winding-up takes place, 
affairs are unsatisfactory ; but bankruptcy does not 
always supervene. 


Lloyds.—The name applied to the association of under- 
writers who have their headquarters at the Royal 
Exchange, London. 


Manifest.—The particulars of a ship’s cargo and passengers. 
All British Ships must have a manifest. 


“Money is easy.”—An expression used in the City, in 
order to indicate that available money is plentiful, 
and therefore that discount rates are low, 
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Noting is the formal act of a Notary Public to the effect 
that a bill has been presented for payment and dis- 
honoured on presentation. A Protest is a declaration 
by the notary that the bill has been dishonoured and 
that payment thereof will be enforced. 


Par.—Of equal value. Stocks and shares are said to be 
at par when their market price is identical with their 
nominal price. 


Partnership.—The act of carrying on business together 
with a view to profit. See Lesson XIII. 


Power of Attorney.—A deed empowering one person to act 
for another, and sign documents on his behalf. ~ 


Premium.—See Insurancz. The word premium is also 
used to denote the excess in price of stocks and shares 
above par. 


Principal—(1) A person employing an agent or broker; 
(2) A sum of money lent out at interest. 


Procuration.—Special powers granted to an agent, generally 
for the purpose of accepting or endorsing bills. 


Pro-forma Account.—An account prepared by an agent or 
consignee detailing, not actual, but only imaginary 
business transactions. This is done in order to guide 
the principal in reference to the cost of, and anticipated 
profits from, future actual consignments. 


Pro-rata.—A term showing that receipts or payments shall 
be in proportion to the respective interests of the persons 
concerned. 


Rebate.—A deduction allowed as interest for the payment 
of a sum not yet due. 


Receiver (Official).—A person appointed by the Bankruptcy 


Court to take possession of a bankrupt’s estate pend- 
ing the election by the creditors of a Trustee in Bank- 


ruptcy. 
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Reserve Fund.—That portion of the current profit of a 
Company which is not divided amongst the share- 
holders as dividend, but is set apart to meet future 
contingencies when tradé is bad or losses are made. 


Reversion.—A legacy or annuity that is not immediately 
payable, but awaits the happening of a certain event. 


Salvage.—(1) An allowance claimable by any person who 
has been instrumental in saving a ship or cargo ; 
(2) The term is sometimes applied to the ship or cargo 
saved. 


Secured Debt.—A debt in respect of which the creditor has 
received something of value as security for its payment. 


Sight.—The date at which a Bill of Exchange is first seen 

on its presentation for acceptance. In a bill payable 
days after sight, the acceptor states on it the 
date of his acceptance, in order to fix the time of 
maturity. 


Stoppage in Transitu—Should the buyer of goods on credit 
become bankrupt or commit an act of bankruptcy 
prior to the delivery to him or to his agent of the pur- 
chased goods, the vendor can order a carrier to return 
them to him (the seller), or hold them on his account. 
This right of preventing delivery is called “ Stoppage 
in transitu.” 


Supercargo.—An agent employed to take charge of a cargo 
during a voyage and soll it at the place of destination. 


Tender.—An offer to supply or buy certain goods, or to 
perform certain work on specified terms and conditions. 


Usance.—At some places there is an established custom as 
to the period for which bills are there drawn. Hence, 
if the bill itself does not state the time, Usance is 
reckoned. This varies with the place—e.g., France, 
thirty days’ date ; Spain, two months’ date ; Italy, three 
months’ date; New York, sixty days’ sight, ete. 


Voucher.—A receipt or other document witnessing the 
payment of money. 
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Bank Bal. 
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Ex. ey Oh |) Ape Le ae ds 
43. Cash (bal.) . 50512 6 | 47. Liabilities :— 
N. Cap. . . 1030 0 0 Be 6 140 0 0 
B.S. (total) . 1215 15 OF Capital . 1920 15 0 
44, Cash (bal.) 5 bie eae Cee dablets (ne) G)) 893 ll 4 
Net Cap. . . 1062 0 0 B.P. (bal.) 221 18 56 
B.S. (total) . 1187 100 P. & L. (bal.) . 4000 9 2 
45. B.P. (bal.) 5 EOS OLY B.S. (total) 13869 15 11 
B.R. (bal.) . 1160 0 0 Capital . 12344 3 8 
46. Cash (bal.) . 80715 0 | 49. Bank (bal.) « 123870) 0 
Bank (bal. ) FLOSS 0 Coali(G.P.)” .. "S000" 0 
B.R. (bal.) + 21000".0 B.R. (bal.) « 12090° 40 
Cap. : 1885 13 6 B.P. (bal.) . 80540 0 
47. Assets :— N.C. ae . 2466 15 0 
Cash . 710 O | 50. (1) P. on Wheat 813 4 
Bank . 604 0 O P.on Flour. 15118 9 
B.R. : 100 0 0 IN; Pe a CAD) 
Stock . 500 0 0 B.S. (total). 3383 6 2 
Horse A/c. . 465 6 0 (2) June 30— 
Plant A/e. . 541 9 O Sturges Cr. 54 3 4 
Liabilities :-— Dec. 31— 
Creditors - 15710 0 Sturges Dr. 22 14 2 


EXAMINATIONS. 


At this stage of his studies we advise the Student to submit 
himself to a Public Examination. However much examinations 
may be decried, they serve useful purposes. In the first place an 
examination supplies a worthy objective, and secondly it affords 
extrinsic evidence of the knowledge gained by the Student. 

The examinations in which Bookkeeping forms a part might be 
divided into two classes. First there are those in which Book- 
keeping is merely one subject and cannot be taken unless the whole 
exam. is taken. Such are the Oxford and Cambridge Locals, the 
College of Preceptors, the Civil Service Examinations, the Institute 
of Actuaries, the Auctioneers’ Institute, the Institute of Bankers, 
the Chartered Institute of Secretaries, the Institute of Surveyors, 
the Society of Incorporated Accountants and Auditors and the 
Institute of Chartered Accountants. Secondly there are Examina- 
tions where Bookkeeping may be taken as a single subject and 
a Certificate obtained, if the Student is successful: e.g. The Royal 
Society of Arts, the London Chamber of Commerce, the National 
Union of Teachers, the Lancashire and Cheshire Union of Institutes, 
the County Council of the West Riding of Yorkshire, and the Mid- 
land Counties Union of Educational Institutions, 
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We will deal with the better known of these Examining Bodies 
separately :— 

(1) The Oxford Local. Communications should be addressed to 
the Secretary, Local Examination Offices, Merton Street, Oxford. 
The examination papers are published by the Clarendon Press, also 
by Simpkin, Marshall & Co., London, and James Parker & Sons, 
Oxford. The examinations are held twice per annum, namely, 
in March and July, and in recent years a slightly different type of 
paper has been set at these two dates. We give an illustration of 
both types. A Student who has conscientiously worked through 
the previous Lessons should have no difficulty in negotiating the 
Senior papers. The Juniors have the same paper, with the omission 
of one or two questions. 

(2) The Cambridge Local. The Examinations are held in July 
and December, and the General Secretary’s address is Syndicate 
Buildings, Cambridge. Separate papers are set for the Juniors and 
Seniors, and we advise Senior Candidates to read the Lessons in 
Part II. dealing with Consignments and Partnerships before pre- 
senting themselves for examination. The examination papers are 
published by the Cambridge University Press. 

(3) The College of Preceptors Examinations are also held twice 
perannum. Bookkeeping may be taken by First Class or Senior 
Candidates and Second Class or Junior Candidates. The Student 
should have no difficulty in working the Second Class papers, but is 
advised to read through Part II. before entering for the First Class. 

(4) Bookkeeping is one of the subjects for examination for 
Second Division Clerks in the Civil Service. Candidates are 
recommended to read Part II. before entering for the Hxami- 
nation. 

(5) Bookkeeping, with special application to Life Assurance 
Accounts, forms one of the subjects of Part II. of the Examinations 
for the Fellowship of the Institute of Actuaries. Particulars can be 
obtained from the Secretary of the Institute of Actuaries, Staple 
Inn Hall, Holborn, London, W.C. 

(6) The Regulations for the Auctioneers Institute Examinations 
can be obtained from the Secretary, 34, Russell Square, London, 
W.C. The Preliminary Examination is quite easy, and the Student 
who has worked through these Lessons will generally be able to 
work the papers set in the Intermediate, although we advise him to 
read through Part II. before so doing. 

(7) The Examination in Bookkeeping in the Preliminary Exami- 
nation in the Institute of Bankers is comparatively simple ; but the 
Student is advised to carefully work through Part Il. before 
tackling the Final Examination. 

(8) A conjoint paper is set by the Chartered Institute of Secre- 
taries for both their Intermediate and Final Examinations, but the 
final candidates have extra questions to answer. 

(9) The Examinations of the Incorporated Accountants and Audi- 
‘tors and also the Institute of Chartered Accountants are open only 
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to those who are or have served under Articles of Apprenticeship to 
Incorporated Accountants and Chartered Accountants respectively. 
The Final Examinations of both these Examining Bodies represent 
the high water mark of difficulty in examinations in Bookkeeping 
and Accountancy. The Intermediate Examinations could be faced 
with every hope of success by those Students who work carefully 
through Parts [. and II. of this book. 

(10) The Examinations of the Royal Society of Arts in Book- 
keeping are doubtless the most popular tests in this subject. The 
examiners are members of an eminent firm of Chartered Accoun- 
tants ; the Examinations are held at numerous centres throughout 
the United Kingdom, and the examination fees (2s. for Grade L., 
2s. 6d. for Grade II., and 2s. 6d. for Grade III.) are reasonable. More- 
over the exams. are held in the evening, a fact which commends itself 
to those Students who are engaged in business in the daytime. About 
4,000 Candidates enter annually for Grade I., 5,000 for Grade II., 
and 3,000 for Grade III. The student who possesses a First Class 
Certificate of Grade III. of the Society of Arts, particularly if it is 
backed up by the possession of a Certificate from the same exam‘ning 
body for Accouuting and Banking may be justifiably proud of his 
attainments in Account Keeping. At this stage of his studies the 
student should have no difficulty in working the Grade I. and fre- 
quently could manipulate the Grade II. papers ; we advise him, how- 
ever, to read Part II. before entering for Grade II. The Secretary 
of the Society is Sir Henry Truman Wood, Royal Society of Arts, 
John Street, Adelphi, London, W.C 

(11) The Examinations of the London Chamber of Commerce are 
also deservedly held in repute. We give specimens of the Junior 
Examination: the Student should not enter for the Senior before 
he has read through Part II. In the Senior Examination three 
forms of Certificate may be obtained—A Pass, a Pass with Dis- 
tinction, and the Teachers’ Diploma for those who work certain 
specific questions in addition to the ordinary paper. ull par- 
ticulars can be obtained from the Iixamination Secretary, London 
Chamber of Commerce, E.C. 

(12) The Examinations of the National Union of Teachers are 
becoming universally popular. Three papers are set in Book- 
keeping—the Elementary, the Intermediate, and the Advanced. 
The fees are very low, viz. ls. 6d. for the Elementary Stage and 2s. 
for the Intermediate or Advanced. The Student may well enter for 
either the Elementary or Intermediate, but should defer entering 
for the Advanced until he has read through Part II. Full par- 
ticulars can be obtained from the Secretary, Examination Board 
af pe National Union of Teachers, 67, Russell Square, London, 
(13) Particulars of the Examinations of the Lancashire and 
Cheshire Union of Institutes can be obtained from the Secretary 
of the Institute, Deans Gate, Manchester. The three Grades of the 
Examination are somewhat on the lines of the corresponding three 
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Grades of the Society of Arts and will probably commend them- 
selves to candidates living in Lancashire and Cheshire. 

(14) Similarly Yorkshire students may prefer to obtain the Cer- 
tificates granted by the County Council of the West Riding of 
Yorkshire. Particulars can be obtained from the Examination 
Secretary, County Hall, Wakefield. 

(15) Whereas students living in Birmingham or the Midlands may 
desire to possess one of the three types of Certificates issued by the 
Midland Counties Union of Educational Institutions. 


THE TEACHING OF BOOKKEEPING. 


The teaching of Evening Bookkeeping classes is a task often 
attempted by people not engaged professionally in Day School work. 
The Board of Education does not prescribe any qualifications, but 
an Education Authority will naturally require proper credentials. 
The Author of this treatise has had the privilege of perusing 
thousands of application forms, and hence his opinion may be of 
some service to candidates. If the applicant is not a fully qualified 
Chartered or Incorporate Accountant, he would advise him to gain 
two or three Advanced certificates. In the South of England the 
possession of the Royal Society of Arts Grade III., a certificate for 
Accounting and Banking ;_ the London Chamber of Commerce Senior 
with Distinction, or the Teachers’ Diploma, together with the First 
Class Advanced of the N. U.T., would constitute unimpeachable 


credentials, 


No. 1. 


Oxrorp Locat. 


[For a specimen of a recent July paper, see Ex. 47. The 
following is an Example of the March type of paper and was set 
in 1909. Time allowed, 14 hrs. Question (c) was to be worked by 
Senior candidates only. | 
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The following is a Trial Balance of my accounts as on December 


31, 1907. The Stock on hand at that date was £1,200. 


Prepare— 


(a) Trading Account aichris g Gross Profit. 


(b) Profit and Loss Account showing Net Profit. 


(c) Balance Sheet. 


Purchases... 

Bills Payable __... 

Machinery and Plant 

Capital Account 

Drawings Account 

Buildings .. 

Mortgage on n Buildings... 

Manufacturing Mik Hp 

Salaries aad 

Rates and Taxes.. 

Sales “ 

Purchase Returns ure =H Ie 

Rates and Taxes (Manufacturing 
Charge) : 

Lighting and Power (Manufacturing 
Charge) oct re Bs 

Cash Sales 

Sales Returns... 

Cash in hand and at Bank 

Depreciation of Machinery 

Repairs to Plant and Premises 

Bills Receivable .. é 

Sundry Debtors . : 

Depreciation of Buildings 

Interest on Mortgage .. 

Stock on hand (Jan. 1, 1907) . 

Discounts allowed ac 

Travelling and General Expenses 


is) 
> 


for) 
o 
S 
S 
Soe CO) SC Shs 


ie2) 
Or 
cococoooo fo S& 


ocooooo .cooofo fF 2S 


ase Feo Vo Fos 


10,000 


21,980 
815 


1,200 


£37,615 0 O £387,615 0 0 


Interest on Capital must be written up at the rate of 10 per cent. 
per annum, and provision of £1,000 made for Bad and Doubtful 


Debts. 
Answers :—G. P. £10,505. 
N. P. £6,280. 


Campripce LocaL:—For a specimen of a recent paper, see Ex. 
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Noy 2: 
CoLtrcE or PRECEPTORS. 
Second Class or Junior, Christmas, 1910. Tiine 1} hrs. 


A. 

1. Open the Books with the usual Journal Entries. 

2. Write up the Cash, Bank, and Discount Entries in the Cash 
a (Less credit will be given if these transactions are journal- 
ised. 

[Note.—All receipts are at once paid into the Bank, and 
all payments are made by Cheque, unless otherwise stated. ] 

3. Enter the REMAINING Transactions in the Journal. 

4, Post the Cash Book and Journal entries into the Ledger. 

5. Ascertain, by means of a Profit and Loss Account, the net 
gain or loss for the period. Stock of Timber on hand on Nov. 30 
was valued at £620. 

6. Compile Balance Sheet. 

On Nov. 1, 1910, Mr. W. Allnut, timber merchant, had the 
following Assets and Liabilities :—Cash at Bank, £295 5s. ; Cash 
at Office, £152 10s. ; Bill Receivable, £300; Stock of Timber, 
£485. Debtor—M. Land, £321 8s. 4d. Bills Payable, £250. Cre- 
ditor—S. Hope, £154 3s. 4d. 

During the month his Transactions were as follows :— 

1910. £8. d. 
Nov. 2. Bought of 8S. Hope, 3500 cubic feet of Timber 

at 10d. per cubic foot ... ... ... 
5, 8. Sold to M. Land, 1500 cubic feet of Timber 
at 114d. per cubic foot ... acti fis 
Poy Paidtintosbanks.mucne s+-ils-uesre Croll. 100 0 
,», Cartage on Timber bought on 2nd inst. 12 5 

5 9. Gave S. Hope my acceptance at one month 200 0 0 

,, 12. Purchased Timber, and paid for same... ... 175 10 

,, 15. M. Land returned 500 cubic feet of the Timber 

bought on 3rd inst. Gave him Credit 


NO LOM ee ee G0: O..0 
,, 18. M. Land, to settle his Alc., gave me Cheque 
and his Acceptance at one month... ... 300 0 0 
,, 22. Discounted Bill Receivable (£300) at Bank, 
TECELVING' | seclMctsMpiercia Meee fesse tense eo 297 10° 0 
,» 23. Sold Timber to M. Land, who paid Cheque 209 3 4 
yy 26; Drew-for Self ccm oes ee ee cae cer cee 30 0 0 
», 28. Paid, in Cash, Wages and Sundry Trade 
EXXPenseS ce. son ces wom seen ae 22 5 0 
Rent due to H. Wood (but not paid)... ... 18 0 0 


[N.B.—Carriage, Discounts, Wages and Trade Expenses, 
and Rent may be posted direct to the “ Profit and Loss” 
Account. ] 


Pu ee. 13 
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B. 


1. (a) What is a Purchases Book used for? (b) Has it any 
advantages over a Journal? If so, what? (c) How would the 
transaction of Noy. 2 be entered in a Purchases Book ? (d) Would 
there be any difference in the treatment of the transaction if the 
Timber had been paid for at once? If so, what? 

2. Explain briefly what is meant by the following terms :— 
Interest on Capital, Trade Discount, Cash Discount, Debit Balance, 
and Goodwill. 


Answers :—N.P. before deducting Drawing, £11 8s. 4d. 
N.L. after o £18 lls. 8d. 


N. Capital, £1131 3s. 4d. 


No. 3. 
Roya Society or Arts Examination, 1911. 
Stage I,—LHlementary. Three hours allowed. 


Candidates are expected to rule the necessary cash columns and 
other lines for themselves, with the exception of the Ledger Accounts, 
which will be found provided in the Working Pages. 

Certificates of one Class only will be given in this Stage. 


1, Explain the meaning of the following terms and abbrevia- 
tions :—Gross profit. Solvency. Drawings. B/E. f.o.r. dis. 

2. The cheque set out hereunder was sent to Messrs. James 
Colston and Company by post :— 


No. D.39654. London, January 20th, 1911. 


Lloyds Bank Limited. 
Pay. Messrs; Colstonvamd-C0r, a.cecuese: mtereeretae ea or order 
Twenty-eight pounds ten shillings and sixpence. 
£28 10s. 6d. Robert Radford & Co. 


What are cheques of this kind called ? 
How could R. Radford & Co. have made the cheque more difficult 
to cash in the event of its being stolen? and explain why. 
Who are the payees of the cheque, and who are the drawers? 
3. Sketch the ‘three column” Cash Book of George Griffiths, 
yee a the following particulars, and balance it as on January 
th, 1911 :— 


1911. 
Jan. 2, Balance at this date—cash in hand, £4 18s, 6d., cash at 
the bank, £348 12s. 10d. 


», 3 Drew from the Bank for office cash £30, 
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Jan. 4. Paid Great Eastern Railway, in cash, £1 12s. 6d. 

Paid Peter Jones, by cheque, £28 4s. 1d., after deducting 
£1 15s. 11d. discount. 

Received from B. Gregory and Co., Ltd., cheque, in settle- 
ment of their account (less 15s. 6d. discount), which 
was paid into the bank, £49 4s. 6d. 

5, 6. Paid from office cash, wages £8 12s. 6d. 

Cashed cheque, £12, for James Brown, a customer, and 
paid the same into the bank. 


», 7. Received in cash from B. Bolton, £1 2s. 6d. 


4. Henry Holcombe and Co. purchased four bales of Oxford 
shirtings from Charles Cobourne of Bradford on February 2nd, 1911, 
at £16 per bale. On the delivery of these goods, one bale was 
found to be damaged ; it was therefore returned to C. Cobourne on 
February 4th, 1911. 

Give the ruling of the books in which H. Holcombe and Co. 
would record these transactions, and make therein the necessary 
entries. 

5. George Jennings, a trader, upon commencing business, pur- 
chased a Cash Book, a Journal, and a Ledger. He gave his 
clerk instructions that all his cash transactions were to be entered 
in the Cash book and that all his credit sales and purchases were 
to be passed through the Journal. 

If you do not approve of G. Jennings’ action, what course would 
you recommend ? 


on 


EXERCISE. 


On Jan. 2nd, 1911, Charles Baines commenced business by paying 
his capital of £500 into the Union Bank Ltd. 


His transactions for the month of January were as follows :— 


1911, 
Jan. 3. Purchased cotton goods, on credit, from Paul Burford, 
£84 10s. 1d. 
Purchased silk from W. Walker and Co., on credit, 
£74 1s. 10d. 


,, 4. Purchased from B. Burns, velvet, on credit, £102 gross, 
less 10% trade discount. 
Drew £10 from bank for Petty Cash purposes. 
,, 5. Sold, oncredit, to Richard Leicester and Co., silk, £62 10s., 
and velvet, £75 8s. 
,, 6. Purchased postage stamps, 5s., and paid for them out of 
Petty Cash. 
Paid trade expenses, by cheque, £8 6s. 2d. 
Received from R. Leicester and Co., cheque for the amount 
of their account, less 5% cash discount. 
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Jan. 10. -Paid salaries, by cheque, £10. 

», 18. Purchased, on credit, from R. Hampton, tweed, £65 8s. 6d. 

;, 20. Returned tweed, damaged, £6 10s., to R. Hampton. 

», 21. Paid Paul Burford £50 on account. 

Open the necessary ledger accounts and post the above trans- 
actions therein. Balance the accounts, and draw a “‘ Trial Balance.” 

Answers :—No, 3—Cash in hand, £13 16s. Od. 

Cash in Bank, £351 13s. 3d. 
Hx, :—Net Postings—£759 6s, 5d. 


No. 4, 
Tur London CHAMBER or ComMERCE. 


BLxamination for Junior Commercial Certificates, 1911. Time 
allowed, 2 hours. 


1. A, Land’s books, on January Ist, 1910, oputecnes the follow- 
ing balances :— 


se Os 
B. Grass, Debtor ... nee bb ace 1803 0 
C. Tree m5 a, see tae rae 160 0 0 
D. Fence _,, ; BAA we he 309 17 O 
i. Green, Creditor Re Soe ae: 200 10 O 
¥F. Leaf an ae eae a SH 105 15 0 
Stock on hand sa Je “i aa 15262) 0) 10 
Bills Payable— 
Due Jan. 15th, 1910 Age Aah L3aoonO 
Due Feb. 15th, 1910 oy es 13] 5-0 
Bill Receivable— 
Due Jan. 4th, 1910 ss ai 180 0 0 
Petty cash in hand AB wee cE 10 0 0 
Cash at City Bank Re se ids 321 15 0 
Furniture and Fittings ... Eo 45 0 0 


What was A. Land’s capital on January Ist, 1910? 

2. Open the Ledger of A. Land with the balances shown in 
Question 1. 

In the month of January his transactions were :— 


1910. 
Jan. 3. Sold to D. Fence— 
15 ewt. Coffee at 100/- per ewt. 
100 chests Tea, 2,000 Ib., at 1/103 per lb. 
», 4 Handed to Bank for elledtlo’; Bill Receivable £180, due 
on Jan 5th. 


» 5. Bill Receivable duly collected and credited to account. 


Jan. 8. 
en it 


Sze 


» 14, 


»» 1d. 
9 17. 


gy alt 


9 22. 


», 24. 
op rade 


oy PAS 


” 27. 


3) Pah 


a ole 


EXAMINATION PAPERS. 197 


Drew cheque for Petty Cash, £30. 

Paid E. Green and F. Leaf respectively cheques in 
settlement of their accounts after deducting from each 
discount at the rate of 57. 

Received of B. Grass cheque £171 2s. 6d. to settle his 
account. Sent him receipt in full. 

Received of C. Tree cheque for amount of his account 
less 23% discount. 

Drew cheque for Petty Cash, £30. 

Bill Payable due this day, met at Bank, £131 5s. 

Bought of E. Green— 

120 ewt. Coffee at 65/-. 

Handed to E. Green acceptance at 3 months net for the 
amount. 

Sold to C. Tree— 

80 cwt. Coffee at 92/6, 
320 chests Tea, 6,400 lb,, at 1/103. 

Drew cheque for Petty Cash, £30. 

D. Fence paid by cheque £300 on account. 

Bought of F. Leaf— : 

1,000 chests Tea, 20,200 lb., at 1/-. 

Paid F. Leaf by cheque £200 and handed him two 
acceptances for the balance of his account in equal 
moieties at 2 months and 3 months respectively. 

Drew on D. Fence at 2 months for the balance of his 
account. 

Drew cheque for Petty Cash, £30. 

Received from D. Fence his acceptance of draft for- 
warded on Jan. 27th. 

Sold to B. Grass— . 

100 cwt. Coftee at 91/6. 
200 chests Tea, 2,100 lb., at 1/8. 

C. Tree returned (not up to sample) 100 chests of Tea, 
part of his purchase on Jan. 19th. Sent him credit 
note. 

The payments from Petty Cash during the month were— 

Personal drawings At ae £60. 


Salaries ... ce sti act £40. 
Carriage and postage ... oe £10. 
Petty expenses .. Be soe £12. 


Enter all the transactions in the proper subsidiary books and post 
to the Ledger. Take out a Trial Balance as on January 31st, 1910, 
and prepare therefrom a Trading A/c., Profit and Loss A/c., and 
Balance Sheet. The stock on hand at that date was valued at 


£1,500. 
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3. Define the following terms :— 
Bill of Lading, 
Business Capital. 
4. Rule a form of Petty.Cash Book suitable for a small manu- 
facturing business. 


Answers :—Profit, after deducting Drawings, £395 15s. 9d. 
Capital, £2,295 15s. 9d. 
B.S. total, £3,627 Os. 9d. 


No. 5. 


Nationa Unron of Treacuers’ Examinations, 1911. 
Hlementary.—Time allowed, 3 hours. 
You may answer ALL the questions. 


1, Rule a model Petty Cash Book. Enter £10 Cash in hand. 
Pay for six different items of expense and balance your book for 
commencing the next period. 

2. When a merchant keeps his books by gists Entry he neglects 
to keep certain accounts. Which are they? Also explain how he 
finds the profit he has made during the year. 


EXERCISE, 


On March Ist, 1911, Samuel Sparrow, Merchant, had Cash in 
hand, £360 10s. 6d. ; Goods on hand, £450 15s. Debtors :—James 
Crow, £220 12s. 6d.; Thomas Finch, £150 17s. 6d.; John Jay, 
£270 4s. 6d. Creditors :—Louis Lark, £180 17s. 9d. ; Robert Rook, 
£200 2s. 3d. 

Find and credit his Capital. Enter the transactions given below 
in suitable books, post them to the Ledger, draw out a Trial Balance, 
balance the accounts, and make out a Profit and Loss Account and 
Balance Sheet. 


1911. Lane 

Mar. 1. Samuel Sparrow drew Cash for Self ... tim 20 ONO 

», 2 Received Cash from J. Crow ... me sp) PAD 

Discount allowed in addition ... ae wo) CLOM2 G6 

», 3. Paid for Postages oi a ae BNC ly gf ie 

», 4. Cash Purchases ... a an et so LO) os 

» 6 Sold Goods to J. Crow ... 2 Lio iGaes 
Charged him for Carriage prid on above 

Goods ... a " me 1-13 34 

», 7. Received Cash of. T. Finch 2 sy 1 dle Ome 

Discount allowed in addition ... ue or Bi Li AS 

», 8. Vaid Rates bie Re ia Bie ae 415 0 
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1911. £8; .d: 
Mar. 9. Cash Sales Hs on .. 180 2 6 
», 10. T. Finch bought Goods . a .. 18013 4 
» ll. Sales to L. Lark . ; a a OO OO 
» 13. Paid L.. Lark Cash Me i a nage I eyF 
Received Discount from him ... a BAS 3 ily 
», 14. Sales to Hy. Robin oe ah Se cog lai nl} 
,, 15. Purchases from L. Lark ws aes we 210 1056 
» 16. Paid R. Rook Cash ms “ ae we 195) ONO: 
Received Discount from him ... oa BaS 5 2 3 
», 17. Received Cash from Hy. Robin Whe ae 3d lle 8 
», 18. J. Crow bought Goods ... ae ee 2S LOMO 
», 20. R. Rook sold me Goods 165 6 O 
», 21. Received Cash of John Jay in full settlement 255 10 0 
Wrote off his Balance as Bad Debt... 14 14 6 
,, 22. Bought Goods of Charles Wren 54 2 6 
,, 23. Received Cash for a Bad Debt written off 
two years ago ... =o 2715 0 
», 24. Purchases from R. Rook ai 900 mee 40010" 2 
», 2d. Paid R. Rook Cash =o oh a Pe LOOM OR.O 
;, 27. Received Cash from J. Crow ... os it ie Ole) 
», 28. Paid Wages i an Bt 55 ooo LGmiye a 
», 29. Paid Rent ; nee ase e we econ OF 0 
», 3l. Interest on Capital oad Soc on nA 410 0 
Stock on Hand ... he ae ey ».. 529 14.9 
Answers :— Tr. Bal. (net postings) ... £1,390 7s. 2d 
Net Capital ae oe 21,281 2380 6d, 
No. 6. 


Country Counc, or THE West RIDING oF YORKSHIRE. 
First Stage. xhree hours allowed. 


1. Define fully the use of a Sales Day Book. 


2. Two traders A. and B. carry on the same kind of business, A. 
has a set of books which are properly kept, whilst B. keeps no 
books, but only has incomplete memoranda of a portion of his trans- 
actions. What will A.’3 advantages be as compared with B. at 
the end of a year’s trading ? 

3. What are the points which you would consider it necessary to 
watch if you were entrusted with the keeping of a Cash Book? 


4. On March 1, 1909, Chas. Read commences business and 
borrows from his father, John Read, £250. 


200 EXAMINATION PAPERS. 


Eta) di 
Mar. 1. He pays £200 into Commercial Bank. 
», 1. He becomes Tenant of a Shop at £4 a month 
Rent. 
», 1. Paid cash for Shop Fixtures... 20707000 
» 1. Paid to G. Ellis for Stock in Shop by cheque 80 0 0 
», 2 Bought Goods from A. Reynolds $05 305 °8,°7 
5ial & Paid Plate Glass Insurance ane sr ea | 6 ORLONG 
», 0 Sold Goods to Beale & Co. an fe wh 102:0, 75 
» 5. Sold Goods to Ashton & Mills ... ak wt 316) 4 
,, 5. Paid for cleaning Shop ... a a oO. 0 
» 6. Receipts per Shop-till for week bc nat LSE 5s 6 
, 7. Ashton & Mills return Goods ... % wt | OR26 
» 8. Paid to Bank : Bye oa fee SOO. 0 
,, ll. Sold Goods to Beale & Co. 5 19) 7 
,, 12. Ashton & Mills pay cash (Discount a ‘allowed, 
3s. 10d.) 310 0 
,, 13. Receipts per Shop- till for week | aids f. LOMidS 
,, 13. Paid self for Household Expenses... aia pS 2eLORLO 
,, 13. Paid Wages, 2 weeks .. 816 8 
,, 15. Received cheque from Beale & Co. ; and Paid 
into Bank Stet bg allowed, 8s.) ... 3 15 12.0 
» 15. Paid to Bank é ao 15.0.0 
», 15. Paid for Advertising 210 O 
», 16. Sold Goods to Beale & Co. : 250 5 
,, 16. Bought Goods from A. Reynolds 5 4 9 
», 18. Paid Rates by cheque ... 413 3 
» 18. Paid A. Reynolds cheque (Discount, 13s. 4d. ‘ 35 0 0 
», 19. Sold Goods to Ashton & Mills ... ble ea hea Fi 
5, 20. Receipts per Shop-till for week 27 6 4 
,, 20. Bought Goods from A. ee ey Cte ay | 
,, 24. Sold Goods to Beale & Co. ae 4 611 
,, 27. Receipts per Shop-till for week Itoh UE 
», 27. Paid month’s Rent 4 0 0 
,, 27. Paid self for Household Expenses 310 0 
», 27. Sold Goods to Beale & Co. < Ds 4 
», 27. Paid Wages, 2 weeks _... Tb Oy Ae, 
», 28. Goods returned by Beale & Co. Ome Szul 
,, 29. Paid for Repairs to premises 413 6 


Enter in the proper books and prepare Trial Balance. 

5. J. Rhodes has the following transactions with B. Sharp— 

On Jan. 1, 1909, Sharp owes Rhodes £15 8s. 6d. Rhodes sells 
goods to Sharp: Jan. 28, £4 16s. 9d. ; Feb. 3, £8 17s. 5d. ; Feb, 9, 
£5 12s. 11d. ; March 4, £13 12s, Ode; March 18, £6 14s. 5d. ; March 
24, £3 Ls; 9d. Sharp returns Goods, Feb. 6, £2 16s. 4d.; March 
1, 17s. lld. Rhodes buys Goods from Sharp : Jan. 16, £10 10s. ; 
Feb, 18, £14 15s. 9d. ; March 25, £3 9s. 2d.; and on Feb. 28, 

Rhodes returns Goods, "£3 5s. 9d. Rhodes allows Sharp discount 
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5 per cent., and Sharp allows Rhodes 23 per cent. Make out an 
account showing how much Sharp owes net at March 31, 


Answers :—No. 4: Tr. Bal., Net Postings, £259 17s. 7d. 
No. 5: Sharp, Dr., £28 4s. 3d. 


No. 7. 
Mipiand Counties Union or Epucationat INSTITUTES. 
Elementary. Time allowed, 3 hours. 
Part I. (Compulsory.) 


On Sept. Ist, Messrs. Carter and Co.’s position was as follows :— 
Cash in hand, £750 ; Cash at Bank, £1,100 ; Bills Receivable : Adams 
and Co., £215 ; Cope and Co., £360 ; Coal on hand, 1,500 tons at 15s., 
£1,125; Coke on hand, 900 chaldrons at 10s., £450; they owed the 
Gas Company £375 10s. ; Rainsford & Co., £284 5s. ; and Smith & 
Co., £340 5s. 

The following were their transactions for the month :— 


£ 3s. d. 
Sept. 3. Purchased from Smith & Co., Gravel, 185 
loads, at 7s. ... 64 15 O 
i Forwarded to Smith & ‘Co. (acceptance pay- 
able in 10 days) om 6415 0 
», 6. Adams’s Bill paid at Bank ... 215 0 0 
,, 6. Forwarded to Adams & Co., Coals, 360 tons 
at 18s.. 324 0 0 
bee tok Forwarded to Gas Co., “cheque 150 0 0 
», 11. Sold to Burchell, G., Coals, 240 ‘tons, at 
Tis¢de 210° 0' 0 
» 11. Sold to Burchell, G., ‘Coke, 144 chaldrons, 
atil2si.6d5,)) 90 0 0 
s, ll. Sold to Burchell, G., Gravel, 36 loads, atl0s. 18 0 0 
,, 12. Received from Bur chell, G. , cheque, and paid 
same into Bank , 180 0 O 
», 15. Sold to Adams & Co., Coal, 160 tons, at 18s. 144 0 0 
», 15. Sold to Cope & Co., Goal, 72 tons, at 18s.... 6416 0 
., 15. Sold to Burchell, Gis Coal, 36 tons, at 18s... 32 8 0 
», 17. Bank honour acceptance 64 15 0 
», 17. Adams & Co., paid cash for Goods—Discount, 
on Las. 6d. ay 140) 7,6 
» 20. Paid to Bank ... 137 7 6 
,, 20. Purchased Coal from Rainsford & ‘Co., 820 
tons, at 16s. .. 656 0 0 
eee lh Purchased Coal from Smith & Co., 120 tons 
Bb 78s Ode ss. Y 105 0 0 
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Sept. 20. Purchased Coke from Gas Co., 64 chaldrons, £ 8. d. 
at 12s. wate we aes as Sead Sram UO: 
,, 20. Purchased Gravel from Smith & Co., 24 
loads, at 6s. .. At: san ee 7 7 4 0 
,, 20. Paid Rainsford by cheque for Goods—Dis- 
count, £16... Eo on eae son rtd) (OP 
», 22. Gave Smith & Co. Acceptance for 1 month, 
£340 5s. and cash ... on Bits as AO 
5, 28. Sold Cope & Co., Coal, 180 tons, at 19s. ... 171 O 0 
5, 28 Sold Cope & Co., Coke, 140 chaldrons, at 
15s. 6d. wae ee ae es pe SI Ome O 
5, 23. Sold Cope & Co., Gravel, 42 loads, at 7s. 6d. 1515 O 
,, 30. Cash paid for Salaries and Expenses ... 186 15 10 
,, 380. Cope & Co. settle their account by paying 
cash... ane aC “ ae fp ca) OO) 


Coal on hand on September 30th, £1,401 12s. ; Coke on hand, 
£358 ; Gravel on hand, £45 17s. 

Post the above transactions into the proper books of account, take 
out a Trial Balance, and prepare a Profit and Loss Account and 
Balance Sheet on September 30th. 


Answers :—T.B., £3,996 14s. 6d. 
INES cosas sd, 
N.C., £3,383 ls. 8d. 


Part II. 
(Four questions only are to be attempted. Answers are to be given 
briefly.) 


1. Define Capital, and show clearly how I could have £1,000 
Capital, and at the same time only £1 cash. 

2, What do you do with each of the following balances :—Bal. of 
P. & L. A/c. ; Capital A/c. ; Trade Expenses; Goods A/c.; Dis- 
count A/c. ? 

3. Explain clearly the terms—Acceptance, Promissory Note, 
Assets and Liabilities. 

4. Rule a form of Sales Day Book, suitable for a manufacturer 
who makes three distinct classes of articles, and give three Speci- 
men entries. 

5. What do you understand by B/R, B/P, Days of Grace? What 
is meant by Discounting a Bill? 

6. Write out a Silk Mercer’s Invoice for Goods Sold, amounting 
to more than £100, and give the form of a Bill at 3 months date, 
drawn by the Mercer on his customer for the amount. 
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No. 8. 
LANCASHIRE AND CHESHIRE INSTITUTES. 


Elementary Grade. Allowed 3 hours. 
Part I. 


1. Explain the meaning of the following— 
(a) Personal Account, 
(6) Impersonal Account, 
(c) Crossed cheque, 
and give an example of each. 

2. What is the object of a Goods Account, and how is it 
balanced ? 

3. Explain the difference between Cash Discount and Trade 
Discount. 

4. On April 1, 1908, James W. Barlow had Cash in hand, £17 10s. ; 
Goods on hand, £50 10s. ; and W. Anson and Charles Harper owed 
£20 10s. and £17 respectively ; Barlow had no liabilities, excepting 
Lloyd’s Bank, Ltd., to whom he owed £17 10s. Journalise (only) 
the above. 

5. Make out Sam Jay’s account in your Ledger in respect of the 
following dealings during March 1908 :— 


1908. 2 sed. 
Mar. 2, Jay buys Goods from you Oe OO 
» 8. You receive cash from Jay on account Ou OenO 
», 10. You sell Goods to Jay eh. a sco LG OD) 
», 3l. You buy Goods from Jay BoC me a 74 (0) 


Bring down the Balance. 
Part II. 
On March 1, 1907, William Slater commenced business with a 


balance at his Bankers of £1,500, and Cash in office, £225. The 
transactions for the month were as follows :— 


1907. £ 3. d. 
Mar. 1. Purchased Goods for cash L7om0).0 
55 Paid for Office Furniture and Fittings cash | 10 0 0 
,, 9 Paid into Bank . - 25 0 0 
», 6. Sold W. Anson, Goods | 0 ae e200 
,, 9. Received from W. Anson on account soo KOO OD) 
», 12. Sold J. Wormald, Goods - Ae aa 35 0 0 
», 15. Received from J. "Wormald... Rr ne 32,0 0 
And allowed him Discount . of at 30 0 

,, 16. Bought of Sims & Co., Goods .. 80 0 0 
», 19. Paid cheque to Sims & Co. in full settlement 76 0 0 
19. Purchased from Emile Robarts, Goods a 50 0 0 
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1907. fant 
Mar. 31. Cash Sales for month ... sie ate Suen OOO: 
., 31. Paid Wages by cash .x mf cn low OL 0 
,, 93l. Paid rent for ey, cheque ‘68 case 1 LO FOeRO 
» 93l. Paid into Bank ... aN a 1000-70 


Enter the above transactions in the proper books, post to Ledger 
accounts and prepare a Trial Balance. Make out P. and L. A/c. and 
Balance Sheet for March 3lst. Take the value of stock on that 
date at £128. 


Answers :—T. B., £1,776. 
N. Loss, £4. 
Capital, £1,721. 


No. 9. 
Turn AUCTIONEERS’ INSTITUTE OF THE UntTED KinGpom. 
Preliminary. Time allowed, 2 hours, 


1. Explain the terms (a) Nominal A/e., (b) Personal A/c., (c) Real 
A/c. 

2. Write out the form of a cheque for £120, drawn Jan. Ist, 1911, 
on the Commercial Bank, Ltd., 21 Broadway, Liverpool, and cross 
it 

Drawer—J. Ford. ‘¢The Traders’ Bank, Ltd.” 
Payee-——T, Ray. ‘* Moorgate St., H.C.” 


3. Make out T. Reed’s A/c., and say whether he is my Debtor or 
my Creditor. 


1910. Ly 282.0. 
Dec. 1. Lowe T. Reed or ae a Fai IG 
,, 8 Bought Goods of T. Reed.. it 200 LOOM OF 0 
», 4 Returned Goods (damaged) to him ine -e ace eye (00 
5, 6. Paid him Cash on account ne ate ive ek OO On 50 
,, 10. He sells me Goods ... ie -_ ae POO OL nO) 
,, 12. He buys Goods of me a as Sa pees: 4 paint Tel) 
., 18. Isell him Goods ... Sor ae ya -, 160/"07 0 
,, 23. I pay him a cheque uae Se Eels 1OPaQ) 
,, 26, He sells me Goods for Cash oe * = 80> - 00 
,, 28. I buy Goods of him ; a na 18 Or.0 
,, 30. I sell him Goods for Cash .. a ais oe 408 OF 0 
4. Make out a Cash Account— 
1907. de 13... 
Jan. 1. Commenced Business with a Capital in cash ... 800 0 0 
», 4 Paid J. Reed for Office Furniture oe net SOMO.0 
», 7. Bought Goods for cash _... its sil B07 70.2 0 
op aL Sold Goods to F. Moore for cash — aot ve 18521 0., 0 


1907. 


Jan. 


12. 
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Advanced to Petty Cash.. 

Paid Wages 

Paid for Cottages bought ‘this day 
Paid Fire Insurance Premium ... 
Received of L. Green 

Received of T. Lewis 

Paid R. Thomas Bat 

I receive from T. Judd ... 

I receive Rent from Cottages 

I pay 1 month’s Rent 

I pay Wages 
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bo 
ecooocece: 
ee 


NANO 
ee 
oon 


5. The following are the balances of accounts in my Tedeen with- 


out considering the Capital Account. From them make out a 


Balance Sheet, and show what is the amount of my capital. 


Dr. aie 


Stoe a 
Pally. Receivable ase 
Bank : =r 
Cash 

T. Reed . 

J. Roberts 

F. Walker 


Cr. Balances— 


Bills Payable 
F. Wilson ... 
J. Atkinson 
C. Crow 
Loan 


6. The following are the ee for 1907— 


Jan. 
Dec. 


iS 


or 

~] 
SCocecoo & 
ovouoco cs ©} 


oo 

bo 

Or 
oocooo 
oooce 


TOBACCO. £ CIGARS. £ 
Stock eae w= 800 Jan. 1. Stoekix.. BEA SO 
Cr. Sales ... ... 1,900 Dec. 31. Cr. Purchases 830 
Cr. Purchases. ...2,400 ,, 31. Cr. Sales... 1,250 
Cash Sales .. 800 ,, 381. CashSales_ ... 100 
Cash Purchases ... 240 ,, 31. Cash Purchases 245 
Stock Sie me D00F ese olla stock's: .-. 400 

CIGARETTES, £ 

Jan. 1. Stock a 435 
Dec. 31. Cash Purchases 237 
ys Ol. Cash Sales: ... 320 
», 31. Cr. Purchases 447 
» 93l. Cr. Sales 340 
sy, ol. Stock... 440 
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Compile the accounts, and carry the balances to a Profit and 
Loss Account. 
Answers : - No. 3—Reed, Dr., £36. 
No. 4—Cash, Dr.; £740 7s. 6d. 
No. 5—Capital, Cr., £418. 
No. 6—Net Profit, £981. 


No. 10. 
INSTITUTE OF BANKERS, 
Preliminary Paper. Time allowed, 2 hours, 


Notr.—Seven only out of the following ten questions are to be 
attempted. The number of marks assigned to each question is given 
in brackets at the end of the same. 


DEFINITION AND GENERAL PRINCIPLES, 


1. M. Rankin and W. King decide to amalgamate their two 
businesses under the style or firm of Rankin & King. 

The firm decided to take over the following Assets and Liabilities 
at the figures stated :— 


From M. Rankin— a wah Oh 
Land and Buildings on Ss BBE or 10,000 0 0 
Plant and Machinery... Ba Ae ae 5,000 0 0 
Stock-in-trade ... ae ah ane eo 3,000 0 0 
Work in Progress oF da Soe ae 1,000 0 0 
Debtors... ae at ain oe Rs 5,506 0 0 
Cash at Bank ee ae ihe £3 1,000 0 0 
Bills Receivable ... 2,000 0 0 
Bills Payable fe Ui a 3,000 0 0 
Reserve for Discount on Debtors 150 0 O 
Creditors ... oe Ane 6,000 0 0 
Mortgage Creditor 8,000 0 0 

From W. King— 

Stock-in-trade 6,000 0 0 
Debtors... 10,000 0 0 
Cash at Bank Per tee aa aR 2,000 0 0 
Creditors .., $68 an sis ac a 5,000 0 0 


Make the opening Journal entries in respect of the above, post 
the same to Ledger accounts, and prepare starting Balance Sheet 
of Rankin & King, showing the respective Capitals of M. Rankin 
and W. King in the new firm, [26 marks. } 
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2. What is the distinction between ‘‘ Gross” and “Net” Profit 
or Loss ; also between ‘‘ Account Sales” and ‘‘ Account Current”? 
Set out an Account Current, inserting twelve amounts therein. 

[10 marks. ] 

3. Enter the following transactions in the respective Bought and 
Sold Day Books, Journal, and Cash Book, and post to the Ledger ; 
balance the Ledger accounts and prepare a trial balance. 

(a) Purchased from A. Bray & Co. 200 tons Pig Iron at 45s. 
per ton, £450. 

(b) Sold Wm. Smith & Co. 40 tons Pig Iron at 60s. per ton, 
£120. Paid Carriage thereon, £10. 

(c) Sold F. Midlane 148 tons Pig Iron at 48s., £355 4s. 

(d) Received Cheque, £118, from Wm. Smith & Son in payment 
of Pig Iron. Discount allowed, £2. 

(e) Received from F. Midlane cash on account, £200. 

(f) Withdrew from Bankers £100, from which were paid Salaries, 
£50 ; Rent, £40; and £10 advanced to Petty Cash. 

(g) Accepted A. Bray & Co.’s Bill for £450 at 3 months. 

(20 marks. ] 
4. Explain the terms— 
(a) Debit and Credit. 
(b) Assets and Liabilities. 
(c) Revenue Account and Profit and Loss Account. 
(d) Cash Account and Income and Expenditure Account. 
[10 marks. ] 

5. (a) A. Brandt sells B. Spicer Goods to the value of £500. 

(b) A. Brandt buys from B. Spicer Goods to the value of £300. 
(c) A. Brandt receives from B. Spicer cash, £250. 
Show the above transactions as they would appear in— 


(a) A. Brandt’s Ledger. 
(b) B. Spicer’s Ledger. [10 marks. ] 
6. When an Invoice of a Purchase is received, how would the 
accuracy of the same, in large works, be ascertained as to quantities 
and prices, and what signatures would be required before the book- 
keeper would enter such Invoice in the Purchases Day Book ? 
[10 marks. ] 
7. Make out an Account Sales of 500 bales of Cotton from New 
Orleans per s.s. Wilmslow, consigned to M. Cook & Sons on commis- 
sion by John Smythe & Co.— 
Sold 250 Bales = 103,270 lb. at 5d. per lb. to W. Soley. 
Sold 200 Bales =80,375 lb. at 64d. per lb. to W. Boothe. 
Remainder unsold. 
Charges paid by Consignee as follows— 
Freight, £160. 
Insurance and Other Charges, £50. 
Commission on Sales, 23 per cent, [10 marks. ] 
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8. Explain the terms “Bill Receivable,” ‘‘ Bill Payable,” and 
“Bill of Exchange.” 

Rule a form of Bills Receivable Book and enter particulars of 
two Bills theron. 

Open Personal and er Ledger Accounts in respect of 
the two Bills and post the Bills to such accounts. {15 marks. } 


9. How would you proceed to prepare a Profit and Loss Account 
and a Balance Sheet, and what nature of item would be inserted in 
each account respectively ? ? [10 marks. ] 

10. The following figures are all Balance Sheet items, from which 


prepare a Balance Sheet of the firm of Black & White, December 31, 
1908 :— 


£8. d. £ 8s. d. 
C. Black, Capital 5,000 0 0 
L. White, Capital Account in debit .. 2,000 0 0 
Land and Buildings —... nc ero U0OM OO 
Plant Ar ES eas nee ee 2 OOO ONO 
Debtors... a hid ante me E6000 00 
Stock of Goods ... 5,000 O 0 
Reserve for Bad Debts (Credit Balance) 500 0 0 
Creditors ... : ; ; 5,000 0 0 
Bills Payable... “ine se ia 2,000 O G6 
C. Black, Drawings ... 2 a ee OOO ORO 
L. White, Drawings... 600 0 0 
Depreciation of poe (Credit Bal- 
ance)... : : 500 0 O 
Profit-—— £ sd 
C. Black, two-thirds... «1,400 0 O 
L. White, one-third ... coe AGOGO: 
= £2,100 0 O 
Loan from Bankers a AAC ae i 3,000 0 0 
{15 marks. ] 


Answers :—No. 1—Rankin’s Capital, £10,350. 
King’s Capital, £13,000. 
No. 3—T. Bal. (net postings), £475 4s. 
No. 10—Black’s Capital, £5,900. 
White’s Deb. Bal., £1,900. 
B. 8. total, £16,900. 


PART IT, 


LESSON XII. 


CONSIGNMENTS. CONTRACT ACCOUNTS. JOINT 
ADVENTURE ACCOUNTS. 


A TRADER occasionally consigns goods to an agent abroad, 
to be sold on his own account and risk. This transaction 
does not represent a sale of goods, but is termed a consign- 
ment, and the sender is called the Consignor and the 
person to whom the goods are sent is called the Consignee. 
We shall give a general account of the procedure involved 
and subsequently deal with the Bookkeeper’s task under 
the two heads of Consignments Outwards (which would 
represent the transactions as recorded in the consignor’s 
books), and the Consignments Inwards, representing the 
accounting in the consignee’s books. 

The first point to realise when a merchant dispatches 
goods to an agent abroad for sale on commission, is that 
the transaction in its initial stages is not an actual sale of 
goods. The goods do not cease to belong to the consignor, 
until they have been actually sold to third parties by the 
consignee. Probably the consignor would send to the con- 
signee an advice in the form of an invoice telling him the 
quantities and weights of the goods dispatched, and also 
giving instructions as to the minimum price which he 
should expect for such goods. This, however, forms no 
part of the accounting, and as a preliminary we may draw 
the student’s attention to these points. 

(1) Goods are dispatched and a price is put upon them. 
What price shall the consignor assign to them? Whether 
he has manufactured them or whether he has purchased 
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them, he should merely assess them at cost price; he has 
merely transferred his property from (say) Bradford in 
Yorkshire to Sydney in New South Wales. He would be 
most unwise to inflate the value of the goods at this stage 
of the proceedings. 

(2) Next the consignor will incur certain expenses :— 
e.g. he will have to pay freight ou the goods for the 
through journey ; he will doubtless insure the goods whilst 
on the outward journey ; and there may be other incidental 
expenses for packing, ete. 

(3) We must next consider the consignee. When he 
receives the goods there will doubtless be expenditure on 
his part also: eg. he may have certain freight charges to 
pay, dock charges, warehouse and fire insurance. 

(4) The consignor in Bradford may have paid cash for 
the goods or expended a good deal of capital in their pro- 
duction. He finds it inconvenient to wait until the con- 
signee in Sydney has sold the goods and remitted the net 
proceeds; consequently it is highly probable that he will 
draw a Bill of Exchange on his agent in Sydney and he 
will take this B/E. to a bank having connections in Sydney, 
and ask them to discount it for him. But the probability 
will be that the bank will require in addition to this B/E. 
(which as yet of course is not accepted by the consignee in 
Sydney) the Bill of Lading, that is a document of title 
which is given by the Shipping Company when the goods 
are embarked, and which must be produced before the 
goods are released at the port of disembarkation. We 
shall give the material points of a Bill of Lading at the 
close of this chapter. 

The next point to notice in connection with the dis- 
counting of this B/E. is the fact that it would doubtless 
be drawn for merely a fraction of the whole supposed 
worth of the cargo. The banker would probably refuse to 
discount it if it were drawn for the full worth of the cargo; 
and when presented for acceptance or payment in Sydney, 
the consignee would at least be put to inconvenience if 
asked to immediately honour a Bill for the supposed full 
value of the cargo. In other words there would be a 
margin between the amount of the B/E. and the supposed 
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value of the cargo as a safety for both banker aud con- 
signee. 

(5) The banker, if he discounted the Bill, would at once 
dispatch it to Sydney, if possible by a more expeditious 
route than the consignment travelled, and the banker’s 
agent in Sydney would present it to the consignee for 
acceptance or payment. If such consignee was not well 
known to the banker’s agent, full payment would be 
required before the Bill of Lading were handed to him. 
Possibly he might be allowed to take delivery of the goods 
in parcels on payment of proportionate parts of the Bill; 
or, if his financial stability was unquestioned, the Sydney 
banker would release the cargo on the consignee’s mere 
acceptance of the B/E. 

(6) It might well be that the consignor in Bradford had 
drawn on the Consignee at 60 or 90 days from the date of 
the B/E. If the consignee paid this Bill in Sydney before 
the date of maturity, he would doubtless be allowed some 
rebate or discount for so doing. 

(7) We will next assume that the consignee is successful 
in selling the consignment to various customers. It will 
probably be that these Australian customers are unknown 
to the consignor in Bradford, and consequently he will 
rely upon the agent as his debtor and responsible for the 
goods as soon as sold: but for thus warranting the solvency 
of the purchasers, the consignee will charge an extra com- 
mission, called ‘‘ Del Credere”’ commission, and the con- 
signee will forthwith send to the consignor an Account 
Sales (a specimen of which we give at the end of the 
chapter) showing what the consignment has realised, and 
alse showing the various charges that must be deducted 
in order to arrive at the net proceeds. 

These deductions include all payments made by the 
consignee on behalf of the cargo (such as customs dues, 
freight, dock charges, etc.), and also the two commissions, 
i.e. the commission for the sale of the goods calculated on 
the gross proceeds, and the Del Credere commission for 
guaranteeing payment. This document would doubtless 
contain in a corner the letters E. and O.H., meaning errors 
and omissions excepted. 


oN CONSIGNMENTS. 


After this preliminary account we must now deal with 
the Bookkeeping involved in recording the various phases 
of these transactions:— » 


1, CONSIGNMENTS OUTWARD FOR SALES ON 
MY ACCOUNT. 


(1) When I consign goods to an agent to be sold on my 
account, I do not forthwith debit the agent. The agent is 
not the owner of the goods, and I am merely transferring 
my property from Bradford to Sydney. We must open a 
Consignment Account, which we will label—“ Consignment 
to A. Hordern, Sydney.” We debit this account, at the 
same time credit the Goods Account for the value of goods 
sent out: this could be done by a Journal entry, or, if our 
consignments were numerous, we should probably keep a 
Consignment Ledger. Moreover the charges that are paid 
or incurred on behalf of the goods sent away must be 
debited to this Consignment Account, cash being credited 
if the charges have been actually paid, or the Outstanding 
Charges Account or Insurance Company, if the freight and 
insurance have not been paid. 

(2) We draw upon our Sydney consignee at 3 months for 
£500 and we discount this Bill at Messrs. Becketts & Co. 
They charge us £10 for the advance. The Journal entries 
representing this phase will be :— 


1, B.R. Dr. £500 to A. Hordern Personal A/c. £500. 
Cash Dr. £490. 
te OG A. No 55 10 to B.R. £500. 


(3) When the consignee has sold the consignment, he 
will send us the statement or account sales showing par- 
ticulars of the sales made, the price obtained, his com- 
missions and other charges incurred, and also showing the 
net proceeds. We did not debit the consignee when we 
sent him the goods, but we do now debit the consignee 
with the net proceeds. 
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Of course, if we had not drawn upon A. Hordern (the 
consignee), and if he had enclosed with the Account Sales 
a Sight Draft for the net amount, there would be no need 
to open a Personal Account for him at all. A. draft pay- 
able at sight is considered the equivalent of a cheque, 
hence if the consignee sent one we should simply debit the 
bank and credit the consignment, thereby avoiding the 
opening of a personal account (the consignee’s) and the 
B.R. A/c. But where we have previously drawn upon the 
consignee, we now on receipt of the A/S debit the con- 
signee’s Personal Account with the net proceeds as shown 
in the A/S. and credit “ Consignment to Sydney Account.” 

It might well be that the agent merely sells the goods 
on our behalf in Sydney, without undertaking financial 
responsibility for the same and leaving the consignor the 
duty of collecting the proceeds: where this procedure is 
adopted we shall debit the person or persons who have 
bought the goods and credit the Consignment Account. 
We have already indicated that this plan is not to be 
recommended when goods are consigned to an agent 
abroad. In fact, if the agent be financially sound, it is 
probably wiser even in the home trade to pay the Agent 
the Del Credere Commission. 

(4) Closing the Consignment Account.—The entries 
necessary for closing will be :—Debit the Consignment A/e. 
if a profit has been made and Credit P. and L A/c. If 
the transaction has resulted in a loss, Debit P. and L. A/c. 
and Credit Consignment A/c. 

(5) Remittance to Settle-— When the consignee sends his 
remittance for the net balance owing by him, which will 
usually be for the net proceeds less the B/E. which we 
drew upon him at an early date, we shall Debit bank or 
B.R. A/c. as the case may be, and Credit the Consignee’s 
Personal A/c. 

It may possibly happen that at the date we balance our 
books some of our Outward Consignments may not be 
completed, and the question arises as to how we must 
treat these current Outward Consignments. These con- 
signments represent unrealised goods and are similar in 
character to our stock in hand with which we have become 
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familiar in our Home Trade Account. The Consignment 
Account will be a Dr, and, like all Debit Balances, the 
amount of it will be carried>as an Asset to the Balance 
Sheet, less any remittancé that has been sent to us by the 
consignee. It is clearly to be understood that this con- 
signment must be brought into the list of Assets, at the 
cost price only of such goods, together with the charges that 
have been paid thereon. If the consignment be partially 
sold, we can adopt one of two plans, viz. :— 


(a) We can find the difference between the two sides of 
the Account, and carry the Debit Balance down 
as an Asset; 

(b) Or, we can ask the consignee to render us an account 
and value of the portion unsold, and close the 
Consignment Account as if it were a Goods 
Account, carrying any Profit or Loss to P. and 
L. A/c. and taking the value of the stock on hand 
as an Asset. 


Much care will be necessary in dealing with a consign- 
ment which has been partially sold, where the charges paid 
for freight and insurance cover the whole consignment. It 
will be obvious that there will need to be a just apportion- 
ment between the goods sold and those which remain 
unsold. Before leaving Consignment Outward Accounts 
we may observe that some Bookkeepers pass all the items 
in the A./S. through the Consignee’s Personal Account, 
debit him with the gross proceeds and credit him with his 
charges and the commission, a corresponding entry being 
made on the opposite side of the Consignment Account. 
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2. CONSIGNMENTS INWARDS. 


When I myself act as agent for a consignor, strictly I 
should not credit him when I receive his goods, but merely 
make a memorandum of the receipt in my warehouse book. 
I am the custodian of his goods, not their owner. When I 
sell them I can credit the sender for the amount realised, 
less my commission and any expenses I have paid, and I 
debit the person who has bought them. In practice, 
howevér, a “‘ Consignment from A/c.” is often 
opened, although there is no real transaction and no 
exchange of value at this initial stage. This Consignment 
Account is debited with the invoice price of the goods sent, 
and also with all the expenses that I (the agent or con- 
signee) incur in selling the goods. When the goods are 
sold this Consignment Account will be credited and the 
purchasers of such goods debited with the price. My com- 
mission on the sale is debited to this Consignment Account 
and credited in my Ledger to a Commission Account. The 
Consignment Account will now show the net proceeds due 
to the consignor, and this net amount must be transferred 
to his credit. 

If we have previously sent him a remittance at the 
earlier stages of the proceeding, we have doubtless opened 
a Personal Account for him and debited him with the 
amount of such remittance; and if we owe him a balance 
to settle, we pay him this balance by cheque or B.R., debit- 
ing his Personal Account with the amount thereof in order 
to close the transaction. Assuming then that a consignee 
or agent is selling goods for a consignor on commission, 
we may summarise our Journal entries as follows :— 

(1) Debit “ Consignment from A/c.” with all ex- 

penses paid or curred in connection therein. 
Credit Bank (if expenses actually paid) or some 
Nominal Account, if incurred. 
(2) Debit the purchasers (that is, our customers) when 
the goods are sold. 
Credit Consignment Account, 
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(8) Debit Consignment Account with commission, both 
Ordinary and Del Credere. 


Credit Commission Xecount. 


(4) Debit the consignor’s Personal Account with remit- 
tances made on account. 


Credit Bank or B.P. Account as the case may be. 


(5) Debit the Consignment Account with the net pro- 
ceeds as revealed in the Account Sales. 


Credit consignor’s Personal Account, 


(6) Debit the consignor’s Personal Account with the 
final cheque or B/P. remitted to settle. 


Credit Bank or Bill Payable Account. 


Both Consignments Outwards and Consignments Inwards and the 
respective Ledgers of Consignor and Consignee will be illustrated by 
this example :—A. S. Henry, of Bradford, consigned to A. Hordern, 
of Sydney, 1,000 pieces of Worsted Goods on April Ist, 1911. These 
were invoiced pro forma at £2 each. Hordern was to receive a_ 
Commission of 27 for selling the goods and 1% del credere commission 
for taking the responsibility of payment, Henry pays for freight 
£50 and insurance £10. He draws on Hordern at 3 months for 
£1,000 and discounts the Bill with Becketts & Co. for £990. When 
35 days later the Union Bank of Australia (the Sydney agents of 
Messrs. Becketts) present the B/E. to Hordern for acceptance, the 
latter offers to pay the draft and is allowed to do so, being granted 
a rebate of £5. 

Hordern sells during May-June the pieces for net cash as follows :— 
200 at £2 15s. Od. each; 400 at £2 12s. 6d., and 400 at £3. Hordern 
has to pay Customs Duty, £100; Landing Charges, £10; Fire 
Insurance, £5 ; and Sundry Disbursements, £10. 

Neither party charges the other with the cost of stamps or 
telegrams, and the question of interest between the two parties is 
mutually waived ; for although Hordern paid Henry’s draft before 
even he had received the goods, yet he sold some of the goods 
immediately after receipt and did’ not remit the final balance to 
Henry until some 3 months later. Hordern sent Account-Sales on 
June 30th, and remitted Banker’s Draft for balance on July 31st. 

We illustrate two of the important accounts in Consignor’s and 
Consignee’s Ledger respectively :— : 
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A. 8. HENRY’S LEDGER. 
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Drs Consignment to A. Hordern, Sydney. Cr. 
Ne) £ Veiga TOE. £13.\d. 
April 1} To 1,000 | June 30 | By Hordern, 
pieces of net pro- 
Worsteds, ceeds of 
at cost, consign- 
£2 per ment ...||2591| 0 |0 
piece 2000} 0 | 0 ee 
Seldiersg Ca. ih 
(Freight) || 50/0/0 
pee Wlss Cashx( Ins 
surance). .|} 10]/0 
June 30| ,, G. Profit 
on Con- 
signment 
trans-. 
ferred to 
P. and L. 
A/c. 531/00 
£/}2591| 010 £ 2501) 0 0 
Dr. A. HORDERN. Cr. 
19.. HaSnlGal eed Ole. Galisild. 
June 30} To Net Pro- April 1} By B.R. (at 
ceeds of 3 mos.) .|/1000] 0 | 0 
Consign- Aug. 31} ,, Cash 
ment of (Bank 
1000 pieces Draft).../)1591} 0} 0 
Worsteds|'2591} 0} 0 
£/'2591/ 0} 0 £)|2591) 0) 0 


The above would not be the only accounts in A. 8. Henry’s books 
that would be affected. We have seen that he discounted the Draft 


tor £1,000, paying Discount £10. 


We have also seen that Hordern 


was credited the full £1,000: Cash would be debited, £990, and 
Discount A/c., £10. Ultimately the effect would be to reduce the 
G.P. of £531 to a Net Profit of £521, 
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A, HORDERN’S LEDGER. 


Dr. Consignment from A. 5. Henry, Bradford. Cr, 
LO £ |8.jd.||/ 19.. £ | s./d. 
May 5|To Cash June 30} By Sales (for 
(Customs Cash)— 
Duty) ...|| 100) 0/0 200. at 
» Cash £2 15s. Od.|| 550) 0} 0 
(Landing 400 at 
Charges) 10) 0|0 £2 12s. 6d.|/1050} 0 | 0 
», Cash (In- 400 at 
surance) . 5} 0) 0 £3 Os. 0d.||1200) 0 | 0 
5, Cash(Dis- 2a. 
urse- / 
ments) ...|| 10)0|)0 
June 30| ,, Commis- 
sion at 2%|| 56/0/0 
5, Commis- 
sion at 17]} 28)0/0 
», Net Pro- 
ceeds. ...||2591/0| 0 
£/|2800) 0| 0 £//2800] 01 0 
|e | eons | eos | ae 
Dr. A. 8. HENRY. Cr. 
19. £ |s.jd.|| 19.. £ ae 
May 5|ToCash, June 30} By Net Pro- 
Bank ceeds of 
Draft paid||1000) 0| 0 Consign- 
July 31] ,, Cash, ment A/c. |/2591| 0| 0 
Bank es 
Draft on 5; 
Union of 
Australia ||1591) 0 | 0 
£ 2591 0 0 £|2591! 010 


NOTE.—These will not be the only Ac/s. in Hordern’s Ledger that 
are affected. We saw that he retired the draft for £1,000 before 
maturity, and received a rebate of £5. Henry has been debited 
the full £1,000 : Cash credited £995 and Discount will be credited £5. 


We now summarise these two sections on Consignments. 
We still retain the names of A. S. Henry, Bradford, as the 
Consignor, and A. Hordern, Sydney, as the Consignee, 


A. 8. Henry ; A. Hordern 
(Consignor), Transaction. (Consignee). 
Dr. Cr. Dr. Cr. 
ils it 
Sydney | Goods Goods Despatched No entry 
Consigt. | 
2 
Sydney Cash Expenses paid by No eutry 
Consigt. Consignor for 
freight, insurance, 
ete. 
3. 
No entry Goods received by | No entry|in Books 
Consignee of Account 
4. 
No entry Expenses paid by | Bradford | Cash 
Consignee on be- | Consign- 
half of Consigt. | ment 
for Duties, Land- 
ing Charges, ete. 
5. 
B.R. or |/A.Hordern| Advance A. 8. B.P. or 
Cash Henry Cash 
: 6. 
No ejntry Goods Sold Purchasers} Consigt. 
or Cash 
(if Cash 
Sales) 
ze 7. 
A. Hordern} Consigt. ‘* Account Sales ” | Consigt. Int. (if 
net pro- N/Pro- rendered charged) 
cecds| ceeds Commnuis- 
sion ac/t. 
8. eT 
Consigt. | P. and L. | Transfers Consigt. | AS. 
balanced bal. Henry 
E . E y Be 
Cash A. Hordern} Settlement ASS Cash 
Henry 
| 
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Bill of Lading.—We have already indicated that when 
the Consignor shipped the goods, he would receive from 
the Shipowners a document called a Bill of Lading. This 
is an acknowledgment of the receipt of the goods which 
will be released in Sydney only upon the production of 
this document or a duplicate thereof. Bills of Lading are 
usually issued in sets of three. 

The Shipowner is a common carrier, and is liable for 
the loss or injury to the goods he carries ; but this liability 
is limited by the Merchant Shipping Act, 1894, and is 
still further limited by the conditions printed on the B/L. 
Frequently Shipowners will take greater responsibilities 
when a higher freight is paid. 

The Bill of Lading requires a 6d. stamp. 

The undermentioned form contains the material parts of 
a B/L.; although it must be understood that an actual B/L. 
contains many additional exceptions and conditions in 
favour of the carrier and restricting his lability. 


SHIPPED in good order and well-conditioned by 
A. 8. Henry in and upon the good Steamship called 
the Ormuz, whereof is Master for the present voyage 
Shipman, and now riding at anchor in Tilbury Dock 
va eu and bound for Sydney the undermentioned goods, viz. 

SE 1,000 pieces worsteds, being marked and numbered as 
ae ye in the margin, and Lo be delivered in the like good 

SS order and condition at the aforesaid port of Sydney 
(the act of God, the King’s enemies, fire and all 
and every the dangers and accidents of the seas, 

Sydney rivers and of navigation of what nature or kind 
1001/2000 | sever excepted) unto A. Hordern or his assigns, 

‘ freight for the same having been paid in London by 
Freight on | the Shippers as per margin, ship lost or not lost. 
at 1]- IN WITNESS whereof the Master of the said ship 
£50 hath signed three Bills of Lading, all of this tenor 
“| and date, the one of which bills being accomplished 
the others to stand void. 
DATED the First Day of April, 19.. 
G. Suipman, Captain. 


CONTRACT ACCOUNTS. 221 


SPECIMEN FORM OF AN ACCOUNT SALES. 


Account Sales of 1,000 Pieces Worsteds received and sold by 
A. Hordern, Sydney, for account of A. §. Henry, Bradford, 
England. 


£ sd) £ 28d. 
19.. Proceeds 200 pieces at £2 15s. Od. 550 0 0 
bs 400 ,, ,,-£2:12s8. 6d. || 1,050 0 0 
5s 400 ,,  ,, £3 Os. Od. 1,200 0 0 
— | 2,800 0 0 
Less—Customs Duty sat is 100 0 0 
Landing Charges ... a LOMO STO 
Fire Insurance... pt 5 0 0 
Sundry Disbursements... 10 0 0 
Commission, 2% on £2,800 56 0 0 
Del Credere, 1% on £2,800 28 0 0 
—__—__—__ 209 0 0 
Net Proceeds ... |\£2,591 0 0 


Draft for £1,000, dated April Ist, 19.., against 
above-mentioned consignment, accepted and 
paid, May 5th, 19.. 

E. & O. E. 


A. HORDERN 


_ June 30th, 19.. 
Sydney. 


3. CONTRACT ACCOUNTS. 


The student has already seen that merchants engaged 
in exporting goods open a Consignment Account in their 
Ledgers apart from the ordinary Trading Account, in 
order to indicate all the dealings and net profit or loss 
on a particular transaction. Similarly builders, painters, 
contractors, ete., open Contract Accounts, to show the 
amount of labour, material, and expenses incurred in a 
particular piece of work, and the net result (profit or loss) 
accruing therefrom. 

Should the student have to deal with a partly executed 
contract in his opening statements, he must remember that 
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the amount already spent on the contract (less any instal- 
ment received) is an asset, and that the Contract Account 
must be debited with the expenditure and credited with 
the instalments received to date. Then he will proceed 
with it as if he were treating an Ordinary Trading Account. 

Example :—Mr. S. Mason contracts to build a villa for 
Mr. Merchant for £1,000. At various dates during the 
course of erection Mason supplied Material, £400; Cart- 
age, £20; Wages, £400; Sundries, £40. He considered 
that the use of his plant was worth £20. My. Merchant 
has paid two instalments of £333 6s. 8d. each. 


Mason’s Ledger. 


Dr. CONTRACT-VILLA Cr. 
£ By Instalment : £ 3. d. 
To Material ... « 400 Pe 35. LUNG! L335 Gees 
», Wages ros ... 400 3 (ON P4) GBR) OG & 
,, Cartage os sem 20) », Balance owing 
», Sundries... sven) 40 (debit Mr. 
» Plant... a0 tl) Merchant’s 
», P. & L. Account ... 120 Account) ... 333 6 8 
£1,000 £1,000 00 


The above is simple and straightforward enough ; but 
difficulty arises in considering contracts incomplete at the 
time of stock-taking. Some people try to ascertain the 
profit on an unfinished contract; this is a very inadvisable 
plan. It is wiser to ascertain the result and to make 
transfer entries to P. & L. only on the completion of a 
contract ; and in the case of those in progress to show the 
net expenditure, with the instalments received as a deduc- 
tion, on the Assets side of the B/S. 


4. JOINT ADVENTURES. 


Frequently traders embark upon a Joint Adventure, ¢.e, 
they undertake to buy or sell goods not solely on their own 
account or risk, but in combination with other parties, the 


JOINT ADVENTURES. 223 


risk and profit being shared in the proportions agreed upon 
beforehand. In essence this is a restricted Partnership, 
and in fact the Accounts might be kept on the principles 
we shall explain in a lesson dealing with Partnership 
Accounts. Usually, however, owing to the temporary 
nature of the Partnership, the adventurers would merely 
keep a Joint Adventure Account. 

A Joint Speculation might assume various forms. Two 
people might unite for the purposes of buying or selling 
goods, or one might be a shipper in England and consign 
goods to an agent abroad, the agent being paid not solely 
by a commission, but sharing in an agreed proportion in 
the net profits of the transaction. It will be quite obvious 
to the intelligent student that slightly different methods 
may be adopted in dealing with a Joint Adventure Account. 
For the purposes of illustration we presume that there are 
two Joint Adventurers in the undermentioned transactions. 
We will illustrate some of the various ways of dealing 
with transactions of this description. 

(1) Debit each partner or adventurer with his share in 
the cost of the adventure, that is with the cost of the goods 
and the expenses incurred in bringing the adventure to a 
termination: and credit each partner with his share of the 
net profits of the sale: the balance of such Joint Adventure 
Account would of course be taken to the individual P. and 
L. Accounts of the various partners in the Venture. 

(2) We might keep a united account (termed a Joint 
Adventure Account) on the same principles as we have 
previously kept Consignment Accounts. The cost of the 
goods and all expenses are debited to this Joint Account, 
and the net proceeds when ascertained are placed to its 
credit. The balance on settlement is divided between the 
adventurers in the proportion agreed upon, and transferred 
to their respective P. and L. Accounts, e.g. : 


1. Shipped to Sydney, £500 Goods, on Joint Venture 
of myself and Penn. 

2. Paid freight on the same, £10 12s. 

3. Insured the same at 2 per cent. 

4. My Comunission at 2 per cent. 
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5. Received Account Sales from Sydney (N./Proceeds 
£580) and sight Draft for the balance due to me, 
viz. £555 6s. Penn* had been supplied by me 
with my accounts*and had retained his share of 
profit. 


JOURNAL :—JSirst Method. 


Assuming the initial transactions took place on the 
same day we journalise as follows : 


CER Ch, £5 RIG) 
1. Sydney Consignment Dr. i 4200 OmnO) 
Penn Hoe nf is 265 6 0 
To Goods _... ihe bot 500 0 0 
», Cash (Freight) ... ise LOZ 0) 
», Insurance sf “ats 10 0 0 
», Commission Account ... 10 0 O 
Vp aed kin) By Bee Pe sae .. Ooo 6 QO 
To Sydney Consignment ... : 290 6 O 
» Penn uss hive tee 265 0 0 
8. Sydney Consignment, Dr. ... ye eres ies 
To Profit and Loss ... wee 2414 0 
Second Method. 
£ 38. d. 
1, Joint Adventure Dr. to Goods _... ae ree OOO! ONO 
2 Ns 55 To Cash (Freight) t ie ar LOr 2 KO 
3 3 a », Insurance Company (Insur- 
ance)... af oa aco) GL RD ial) 
4, a .; », Commission Account eer LOO” 0 
5. Bank, Dr. to Joint Adventure a me aon, 6 0 
6. Joint Adventure Dr. to P. and L. at 244: 10) 


The student sometimes finds great difficulties in dealing 
with these Adventure Accounts, and the matter is worthy 
of further illustration. Let us assume in our next illustra- 
tion that there are two adventurers, Ward and Booth, and 
that the former ships goods to the latter for sale on their 
joint account and risk. In this illustration we shall not 
assume that either the consignor Ward or the consignee 
Booth charges commission for his respective services, but 
is content with half the net profits of the transaction. 

We may draw the student’s attention to one little point 
of difference between this illustration and the one mentioned 
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above in dealing with Consignments Inwards and Out- 
wards. It will be remembered that A. S. Henry drew 
upon A. Hordern a Bill for £1,000, and at once discounted 
it with his Bradford Bankers, paying them £10 discount 
for the loan of £990. This, of course, diminished the 
profit of A. S. Henry, but concerned him only, as A. 
Hordern was merely the agent abroad and paid by com- 
mission. Similarly A. Hordern made a slight extra profit, 
because he was able to retire Henry’s Draft before maturity, 
and was allowed a rebate by the Sydney Banker for so 
doing. A.S. Henry was not concerned with this rebate: 
it belonged solely to A. Hordern, and was due to him in 
consideration of his paying money before it was legally 
due from him. 

In the Joint Adventure a slightly different procedure 
prevails, as the Adventurers are real partners and must 
share in the gains and losses. Hence if the consignor is 
under the necessity of drawing upon the consignee, and 
under the still further necessity of discounting this Bill 
immediately, the discount will be charged to the Joint 
Adventure, and will be one of the items of cost in the 
transaction, just as much as cash paid for carriage, insur- 
ance or any other charge. 

In the under-mentioned transaction we shall open merely 
three accounts. One in the consignor’s Ledger, and the 
second in the Ledger of that of the consignee ; then, after 
the consignee has realised the cargo, and received a state- 
ment from the consignor, showing the expenses incurred 
by the latter, the consignee will be able to make out a 
Joint Statement for both the partners showing the final 
results. 


TRANSACTIONS. 


Jan. 1. Ward of London shipped to Booth of Brisbane £1,000 
goods for sale on Joint Account. 

2. Ward paid for Insurance and Freight, £50. 

3. Ward drew upon Booth at 3 months for £750, and dis- 
counted the Bill with the Queensland National Bank, 
Princes Street, London, for £740 Cash. 

Feb. 14. Booth sold the consignment for £1,200 Cash. 


SRST 15 


. 


2 


” 
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Feb. 16. Booth’s disbursements on hehalf of the cargo were as 


” 


” 


follows. :—Import Duties, £25; Warehouse Charges, 
£10; Disbursements for telegrams, stamps, etc., £5. 


16. Booth accepted and paid Ward’s Draft for £750, dated 


Jan. 3rd, at the Queensland National Bank, Brisbane, 
and was allowed a rebate of £3. 


28. Booth prepared, from the entries in his own books and 


from the details furnished to him of Ward’s disburse- 
ments, a statement of the final result of the Joint 
Adventure, remitting to Ward by means of a Bank 
Draft the amount due to the latter (including his 
share of profit) in respect of the transaction. Booth 
obtained this Bank Draft from the Queensland National 
Bank, Brisbane, who, as is customary, made no charge, 
seeing that they would have the loan of the money 
for five or six weeks before Ward could possibly cash 
the same in London. The Adventurers did not 
mutually charge interest, but all gains or losses of 
whatever nature were to be taken into account in the 
transaction, 


WARD’S LEDGER, 


Dr. Joint Adventure with Booth of Brisbane. Cr. 
£\\8.\d. £ \8.\d, 
Jan. 1] To Goods ...||1000} 0|0|| June 3] By B/R:— 
ee Des, Casht (in: Billdrawnl! 
surance on ac/t of 
and consigt. ...|| 750) 0) 0 
freight) 50} 0)0}| Mar. 31] ,, Cash Re- 
» 9] 4, Discount ceived— 
on bill Booth’s B. 
drawn on Draft ...|| 361/10) 0 
ac/t of cat 
consigt. 
per con- . 
tract ...|| 10) 0/0 
Mar. 31| ,, Share of 
N. Profit 
(half of 
£103) .../} 51/10) 0 | 
£}/1111/10) 0 £//1111)10) 0 
—— — Sees ae 
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BOOTH’S LEDGER. 


Dr. Joint Adventure with Ward of London. 
alow. 
Feb. 16} To Cash :— Feb, 14| By Cash 
Duty £25 (Proceeds 
W. of Sale of 
Charges 10 Cargo) ... 
Sun- » 16] ,, Rebate 
dries 5 on Ward’s 
——|| 40} 0|0 Draft 
te 1Giln4s Dratte of 
Ward 
paid 750} 0) 0 
>», 28] ,, Share of 
N. Profit 
(half of 
£103) 51|10) 0 
» Cash 
(Bank 
Draft re- 
mitted to 
Ward) ...|} 36£}10} 0 
£1}1203} 0} 0 £ 
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Cr. 


1203] 0/0 
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WARD AND BOOTH. 


Joint Adventure (Combined and Completed Statement). 


Dr. 


Jan. 
” 2-3 


Feb. 16 


1| To Goods ... 


», London 
Charges— 
Insurance 
and £ 
Freight 50 

is- 
count 


10 
5, Brisbane 
harges— 
Duty £25 
Charges 
Ware- 
house 
Sun- 
dries 5 


10 


», Net Pro- 
fit :— 
Ward 

£51 10s. 
Booth 
£51 10s. 


£ 


os 


1000] 0 
FY) Rebate .. 


60) 0| 0 


40) 0/0 


1203} 0 | 0 


EXERCISE 51. 


1, What is an ‘Account Sales”? In what particulars (if any) 
does it differ from a Consignment A/c.? On October 15th, 1909, 
Delmaine Bros., of London, shipped to Donnison and Sons, of Port 


Elizabeth, 60 cases of Mixed Sheffield Goods. 
pro forma at £32 10s. per case. 


fi These were invoiced 
The London payments in connection 


with the Consignment were—Insurance, £10 ids. ; freight, £54 12s, ; 
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sundry charges, £3 15s. The payments made by Donnison & Sons 
were—Storage, £16 12s.; landing charges, £6 10s. ; insurance, 
£2 11s. On December 15th, Donnison and Son sold 30 cases of goods 
at £45 per case; on December 17th, 25 at £50 per case; and on 
December 19th, the balance at £51 per case. All sales were for 
prompt cash. Donnison’s commission is 2% on all sales, plus 14% 
del credere. On November Ist, Delmaine Bros. drew a Bill on 
Donnison and Sons for £1,000. Draft duly accepted. 

Prepare A./S., showing result of consignment, and show how the 
transactions would appear in the books of Delmaine Bros. 


(London Ch. of Com. Senr. 1910.) 


EXERCISE 52. 
NationaL Union oF TEacHers’ INTERMEDIATE, 1911. 
(Time, 3 hours.) 


1. Briefly explain: Ad Valorem, Tale Quale: Acc. Bill, Case of 
Need : 60 Days Sight: Lay Days. 

2. J. Brown and H. White purchase £600 goods on J/A, each pay- 
ing £300. In addition Brown pays £20 charges, and is to be allowed 
£10 commission for managing the business. He sells the Goods for 
£700 cash and they share the net profit equally. Brown gives 
White a cheque for the total amount duetohim. Make out a Joint 
Account and an account for Henry White as in John Brown’s 


Ledger. 
Huercise. 


On March Ist, 1911, the affairs of Sidney Sycamore, Contractor, 
stood as tollows :— 


Assets : Cash in Office, £160; Cash at Bank, £1,500; Bills 
Receivable, No. 20, £250, No. 21, £300; John Ash, £230 12s. 6d. ; 
William Beech, £145 7s. 6d. ; Contract 1—Expenditure to Date, 
£2,100 ; Contract 2—Expenditure to Date, £1,800; Freehold 
Premises, £10,000; Plant and Machinery, £5,200; Stock of 
Materials, £1,850. 

Liabilities: Bills Payable, No. 25, £290, No. 26, £175; 
Henry Lime, £322 10s. 6d.; Thomas Oak, £148 9s. 6d. ; 
Contract 1, instalments received, £1,800; Contract 2, ditto, 
£1,200. 

His transactions for the month are given below. Enter them in 
the proper books, post them to the Ledger and make out a Trial 
Balance, Profit and Loss Account, and Balance Sheet. All pay- 
ments, unless otherwise stated, are made by cheque; all receipts 
are paid into the bank same day, 


— 


con 
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veceived Cheque for Bill Receivable No. 
20, allowing Rebate... Bi sas 

Signed Contract 3, to build Westland 
Bridge for ae age oe = 

Bought Granite of Hy. Lime : 

Materials supplied to Contract 1 

Materials supplied to Contract 2 

Materials supplied to Contract 3 

Paid Hy. Lime Cheque 50 

And our acceptance at 1 month... 

Received Cheque from John Ash 

Discount in addition ee nc ie 

Bought Bricks of Thos. Oak for 2 months 

ill see nit 5 ae mee 

Contract 1. Instalment received 

Contract 2. Instalment received aes 

Materials in yard destroyed by fire this 
day. Claimed upon Insurance Co, for 

Received Wm. Beech’s Acceptance 

Paid Thos. Oak Cheque ... slg 

Discount in addition S80 

Contract 1. Paid Wages 

Contract 2. Paid Wages 

Contract 3. Paid Wages nee 

Bought Cement of Henry Lime... oie 

Bought a Steam Crane from Vulcan and 
Co. for 2 months Bill tae 

Sent Office Cash to Bank er 

Materials supplied to Contract 1 

Materials supplied to Contract 2 

Materials supplied to Contract 3 Soi) 

Retired Bill Payable No. 25, with Cheque 
OPT: 248 Ree Me Be ae 

Sales to John Ash... 6 35 ara 

Discounted Bill Receivable No. 21 with 
the Bank for... aan Be 

Paid for Small Repairs—Office Cash 

Sidney Sycamore’s Drawings 

Contract 1. Paid Wages 

Contract 2. Paid Wages 

Contract 3. Paid Wages oe ip 

Received Cheque from Insurance Co. in 
full settlement of claim Ziv sis 

Contract 1 completed, final instalment 
received des Bch ae 


On Lol 
iW) _ 
oO i=) 
— — 
INOS NWP OOS oom 


1X) 
or 
Or 
_ 
two 


& 


SROQOAS oo 


oa 
= 
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March 28 


Contract 2 completed, instalment  re- 

ceived .., 

A balance of £350 is held back as 

_ retention money on this Contract. 
Paid for SES CR ee OEe Cash 
Paid Salaries 
Bank allowed us Interest 
Interest on Capital 
Depreciation of Premises 
Depreciation of Plant and Machinery .. 
Stock of Materials on hand : 


os 


co 

_ 

— 

ow 
SOCORRO 


Answers :—T. B., £22,234 4s. 
N. P. (after allowing Drawings), £557 17s. 


N. Cap., £20,199 10s. 4 
B/S., £21,946. 


LESSON XIII. 
PARTNERSHIP ACCOUNTS. 


Busrness may be carried on either (a) by a single indi- 
vidual, (b) by partners, or (c) by a Joint Stock Company. 
Hitherto we have practically limited ourselves to the 
Trading Accounts of a sole trader. In this Lesson we 
shall consider the trading relationship known as Partner- 
ship, that is “the relationship which subsists between 
persons carrying on a business in common with a view of 
profit.’ Obviously this relationship has other aspects 
than those appertaining to bookkeeping. Within the 
scope of this treatise we cannot refer at any length to the 
legal aspects involved when two or more people unite to 
carry on a business in common, 

The Law of Partnership is, however, of prime importance 
to business men, and we must therefore refer students in 
quest of fuller information to Sir F. Pollock’s Digest of 
the Law of Partnership. ‘Vo the business man who 
requires a cheap manual we can commend Duckworth’s 
Law of Partnership, a comparatively small book containing 
the text of the Partnership Act, 1890, with notes thereon 
and two excellent forms of Agreement of Partnership, one 
suitable for the circumstances involved where two parties 
unite together, and the other intended to meet the case 
where more than two persons unite in business. 

We may notice that no partnership may be formed con- 
sisting of more than twenty persons, unless it be registered 
as a Joint Stock Company, and where the intended business 
is that of banking the number of the partners must not 
exceed ten. 
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it is most important that those about to enter into this 
relationship should have a properly drafted agreement, 
known as Articles of Partnership, and embodying their 
intentions in respect of the conduct of the business, the 
supply of capital, the division of profits, etc. This agree- 
ment can either be under hand, necessitating merely a six- 
penny stamp, or can be embodied in a deed, signed, sealed, 
and executed by the parties thereto, in which case a ten- 
shilling impressed stamp will be necessary. Moreover, 
where such a deed conveys property to the new Partners, 
it will require stamping to an extra amount, proportionate 
to the consideration paid for the value of the property so 
transferred. 

The necessity for a Partnership Agreement will be 
apparent when we say that if the partners will not before- 
hand define their relationships, the Partnership Act, 1890, 
will do so for them, and in a manner which probably 
will not be conformable to their wishes. Let us illustrate 
by giving a summary of Section 24 of the Act, which enacts 
(anter alia) that subject to any agreement expressed or 
implied between the partners :— 


(a) All the partners are entitled to share equally in the capital 
and profits of the business, and must contribute equally 
towards the losses whether of capital or otherwise sustained 
by the firm. 

(b) A partner making, for the purpose of the partnership, any 
actual payment or advance beyond the amount of capital 
which he has agreed to subscribe, is entitled to interest at 
the rate of five per cent. per annum from the date of the 
payment or advance. 


(c) A partner is not entitled, before the ascertainment of profits, 
to interest on the capital subscribed by him. 

(d) Every partner may take part in the management of the 
partnership business. 

'e) No partner shall be entitled to remuneration for acting in the 
partnership business. 


(f) No person may be introduced asa partner without the consent 
of all existing partners. 

(g) Any difference arising as to ordinary matters connected with 
the partnership business may be decided by a majority of 
the partners, but no change may be made in the nature of 
the partnership business without the consent of all partners. 
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Now a partner who had embarked £5,000 in a business 
might reasonably consider (other things being equal) that 
he should have a larger.share of the profit than one who 
had put in merely £1,000. The necessity for a well- 
drafted agreement therefore is patent. Such agreement 
should provide for all probable contingencies, but as book- 
keepers we shall be interested in the under-mentioned 
matters :— 


(a) The respective amounts of capital to be supplied by the various 
partners. 


(b) The rate of interest (if any) to be allowed to each partner on 
the amount of bis capital. 


(c) The arrangements made as to the drawings of partners. 


(d) The rate of interest (if any) to be charged on the drawings of 
partners. 


(e) The salaries or remuneration (if any) to be paid to the partners 
for services rendered. 


(f) The mode of division of the net profits or losses. 
(g) Admission of new partners. 


(h) The method of re-payment of capital in the event of the 
retirement or death of a partner; and the mode in which 
his interest is to be ascertained, including the determina- 
tion of the value of goodwill (if any). 


() The provision of properly signed annual or half-yearly 
accounts. 


(j) The mode of settlement of disputes. 


(k) The procedure to be followed on the dissolution of the 
artnership, in valuing the assets, and winding up the 
usiness, 


We shall now proceed to consider the essential factors 
from the bookkeeper’s point of view. 


CAPITAL ACCOUNTS. 


In the case of a sole trader we have seen that the capital 
represents the excess of the value of the assets over the 
liabilities. The capital of a Partnership is ascertained in 
the same way; but that capital now belongs to two or 
more individuals and therefore two or more Capital 
Accounts must be opened, These accounts will be credited 
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with the respective sums introduced into the business by 
the respective partners. In the case of sole traders, we 
have already seen that this capital account will generally 
vary annually. So will the capital accounts of partners if 
we make annual adjustments, crediting the respective 
accounts with interest and net profits, and deducting there- 
from the drawings (and interest thereon) and net losses. 

It is becoming increasingly popular however to keep the 
capital accounts of each partner fixed as at the opening of 
the business, and in addition to open a Current Account 
for each partner, just as if he were a person dealing with 
the firm in question. If the debits of this Current Account 
exceed the credits at the end of a trading period, obviously 
the partner is indebted to the business, and the amount of 
this indebtedness could either (a) be deducted from his 
Capital Account proper, or (b) carried over as a liability 
to the next trading period, and would of course be one of 
the assets of the business, just as if that partner were a 
sundry debtor. Similarly, if the credits of a current 
account exceed the debits, the difference would be the 
individual partner’s net increment of capital for the year, 
and could be either added to the capital account proper or 
kept separate as one of the liabilities of the firm, Just as if 
that partner were one of the sundry creditors. 

We shall now discuss some of the items that will figure 
in this Current Account. 


1. Interest on Capital.—In most cases the partners 
will contribute unequal amounts of capital, and con- 
sequently if the net profits were divisible equally 
amongst them (as provided by the Partnership Act, 1890), 
the larger contributors would doubtless consider this an 
inequitable arrangement. Hence a clause is commonly 
found in partnership agreements, stipulating that the 
partners shall be credited at the end of the trading period 
with interest at a certain rate per cent. per annum upon 
the amount of their respective capitals either at the begin- 
ning of the trading period or upon the current balances of 
their capital accounts. 

‘I'he term “ interest on a partner’s capital” is perhaps a 
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slight misnomer. It is rather a deduction or part alloca- 
tion of the profits.. This procedure, however, is often met 
with even where the partners have contributed equal 
amounts. Possibly this custom may have arisen, apart 
from the inequalities of the amounts of capital contributed, 
from the notion that a business man usually has that, if 
he had invested his money in securities, he would have 
received four or five per cent. without the worry involved 
by a business, and consequently that he ought to have 
something more than this amount when he has embarked 
in business. It is this excess over and above a normal 
four or five per cent. which he regards as his “ net profit.” 
or remuneration for the extra Jabour and trouble involved. 
The bookkeeper will deal with interest on capital as 
follows :— 


(a) Debit Interest Account (or Profit and Loss, if no 
Interest Account be opened). 

(b) Credit each partner’s Current Account with the 
amount of interest due to him. 


2. Salaries. — Every sovereign or unit of one 
partner’s capital will be as effective as a like unit of 
another partner’s capital: not so with the services they 
render. It will be obvious that one man may be much 
more useful in the business than another. There are 
various methods of making an equitable agreement to meet 
this contingency, e.g.— 


(a) There might be an agreement to divide the net 
profits in some proportion that would in the opinion of the 
partners equalise this factor of services. It might be 
agreed that one partner should receive two-thirds of the 
net profits, and another partner one-third. (b) As an 
alternative one partner might be given a salary of (say) 
£500 per annum, another partner one of (say) £250 per 
annum. (c¢c) Finally there might bea combination of both 
these methods. 

When it is agreed that partners shall draw a salary, 
it would probably further be agreed that they should do 
this at regular intervals. A ‘ Partners’ Salary Account ” 
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would be opened in the Ledger, and at the end of the 
trading period the total of this account would be carried 
to the debit of the P. and L. Account. If these salaries 
are not paid regularly the bookkeeper will 


Debit: Partners’ Salaries Account. 
Credit: Partners’ Individual Current Accounts. 


3. Withdrawals.—Instead of drawing a salary regu- 
larly or irregularly, a partner may possibly take out of the 
business for his own private expenses such sums as he 
requires. It is highly desirable that the Partnership 
Agreement should have a clause limiting the amount that 
may be withdrawn in a given trading period, as excessive 
withdrawals by an improvident partner might seriously 
cripple the business. In regard to withdrawals :— 


(a) Debit: The Partner’s Individual Current Account. 
(b) Credit: Cash or Bank. 


4, Interest on Withdrawals.— We have already indicated 
that it is an equitable arrangement to allow the partners 
interest on the respective amounts of their capital. 
Obviously it is equally equitable to charge a partner with 
interest on his withdrawals. One partner might be ex- 
travagant and withdraw a large sum almost at the begin- 
ning of the trading period, whereas his partner might 
withdraw little or nothing during that trading period. 

The Journal entry for interest on withdrawals is :— 


(a) Debit: The partners’ individual Current Accounts. 


(b) Credit: Interest Account (or P. and L. Account, if 
no Interest Account be kept). 


5. Division of Net Profit or Loss.—We have already 
indicated that the Partnership Agreement should provide 
for the division of the net profit or loss. Where 
there have been adjustments of the nature indicated above, 
viz. salaries of partners, interest on capital, interest on 
withdrawals, probably the net balance of profit or loss 
would be distributed equally between the respective part- 
ners, If there were no arrangement for salaries, it might 
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be that the distribution of the net profit would be in some 
fixed ratio: eg. A. might have one-half, B, one quarter, 
and C. the remaining quarter of the profit. Or again, if 
the partnership provided neither for the salaries of the 
partners, nor for interest on their respective, capitals, a 
reasonable division of the profits would be pro rata to the 
respective amounts of capital possessed by the partners. 

Whatever the mode of division, an adjustment will be 
necessary when the Profit and Loss A/c. has been balanced 
and the net profit or loss ascertained. These Adjusting 
entries will be as follows :— 


(a) Where a profit has been made: 


Debit: The P. and L. A/c. with the profits to which 
the partners are entitled. 
Credit: The partners’ individual Current Accounts, 


(b) If a loss has been contracted : 
Debit: Partners’ individual Current Accounts, 
Credit: P. and L. A/e. 


If it is the custom of the business to close the partners’ 
individual Current Accounts at the end of the trading 
period, there will be the necessary transfers to the Capital 
Accounts proper on the principles indicated at the begin- 
ning of this Lesson, viz. deduct from the partners’ capitals 
the excess of the debits of his individual current account, 
or add the excess of his credits. 

We may summarise the various items of Partners’ 
Current Accounts as follows :— 


PARTNER'S CURRENT OR DRAWING A/c. 


Dr. Cr. 
(a) Withdrawals (other than (a) Interest on Capital. 
Salary drawn regularly). (b) With agreed Salary, if not 
(b) Interest on Withdrawals. drawn. 
(c) Ascertained Loss. (c) Ascertained Profit. 
(d) New, additional, or interim 
introductions of Capital. 


= —— ae = = ——_ ~ ee 
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ADMISSION OF A NEW PARTNER AND AMAL- 
GAMATION OF TWO EXISTING BUSINESSES. 


We must now consider some of the points which would 
arise on the admission of a new partner. If the new 
partner were a far-seeing man, he would doubtless insist 
that the continuing members of the old firm should 
guarantee the assets and liabilities. It is a weakness of 
human nature to over-estimate assets and to under-estimate 
liabilities: consequently a new partner would probably 
require a guarantee that, should any assets subsequently 
prove to be less or any liability more than the stated 
amount, the loss shall fall not on the new partner’s capital 
account, but on the old or continuing partners’ capital A/cts. 
Thus under an arrangement of this kind, if any of the 
debtors of the old firm should become insolvent, the conse- 
quent loss would be journalised as follows :— 


Members of the old firm Dr. to defaulting Cr. 


On the other hand, the old partners might reasonably 
require that the profit accruing from unexpired contracts 
or unexecuted orders should belong to them solely, and not 
to the new comer. In this event we must keep such con- 
tracts and orders apart, and, after we have ascertained the 
profit, credit the Old Partners’ Capital A/cts. with the 
amount. Or again, if it should eventually turn out that 
any of the liabilities had been over-stated, the members of 
the old firm would stipulate that they should have the 
benefit of this error, and a balance would need to be 
carried to the credit of the members of the old firm. 

Apart from these minor considerations the proper pro- 
cedure on the admission of a new partner would be some- 
what as follows :— 

There would be an agreement that he should introduce a 
certain amount of capital into the business: we will assume 
that this would be in cash, and the only entries necessary 
would be: 

(a) Debit: Bank Account. 


(b) Oredit; New Partner’s Capital Account. 
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Tt is scarcely likely, however, that the matter would end 
with this simple arrangement. If the business were a 
valuable one, the old partners would not admit a new 
partner without a valuable consideration accruing to their 
benefit : they would doubtless assert that the Goodwill of 
the business was worth something, and that they indivi- 
dually should be paid a Premium by the new partner for 
admitting him to a share of this valuable, although in- 
tangible, asset known as Goodwill. Various arrangements 
may be made over a matter of this kind :— 

(1) The incoming partner might agree to pay to the 
present partners a certain cash premium for admission. 
This transaction need not pass through the firm’s books, 
but could be completed at once by specific payment to the old 
partners, who would use it quite apart from the business. 

(2) On the other hand, the incoming partner might pay 
a premium for admission and the old partners might desire 
to retain this cash payment in the business; the necessary 
entry would be: 

Bank Dr. to Oid Partners’ Capital A/cts., Cr. 


(3) On the other hand, while seeing the necessity for 
paying for admission, the new partner might find it incon- 
venient to provide more cash than the actual Capital he 
had introduced: in this case the amount of the agreed 
premium would be placed to the credit of the Old Partners’ 
Capital A/cts. and a new asset would need to be created in 
order to meet this credit entry. This new asset would be 
Goodwill and the necessary entry would be: 


Goodwill, Dr. to Old Partners’ Capital Accounts, Cr. 
Practically similar circumstances would apply where two existing 


businesses were amalgamated. We will assume that Brown is a 
trader and possesses assets in these forms: 


Le ed. 

Cashin hand... en <hr vax LOO O40 
Cash in Bank ... ue oes sn AOD BOO 
Plant ue ae are a nee OO 
Stock ie ae ii, a bP 300" 0 
Book Debts Ae ABE. Pte ba DOO FO 
$1250 U0 
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His Liabilities are; 


Sundry Creditor ne oc .. £300 0 0 
Capital ... ie nfs an oe VE Oe 
Jones is in the same line of business and his position is as follows ;— 

£-s. d. 

Cashin hand _... Sa ast <ol OO) BORO 

Cash in Bank... 366 De ae OOO OO 

Plant Af ie ae ses . 310 0 0 
Stock... Me oh Be moO Oa 

Book Debts Ke noe ee .. 400 0 0 
£1,850 0 0 

His Liabilities are : 

Sundry Creditors ae ae ... £350 0 0 
Capital ... sa an BS 1,500 0 0 


Jones’ business is rather the more valuable of the two, and it is 
agreed that the Goodwill thereof shall be valued at £300, and 
Brown’s at £200, the respective partners being individually credited 
with these amounts. ‘lhe Balance Sheet of the united firm of 
Brown and Jones will now be as follows :— 


BROWN AND JONES. 
BALANCE SHEET. 


Liabilities. Assets. 
£ 35 
Sundry Creditors ... 650 | Cashin hand... set 6250 
Capital : Cash in Bank... ... 900 
Brown ... £1,150 Stock wae Ss SO 
Jones... 1,800 Plant rere Bee .» 600 
—— 2,950 | Book Debts ohn eo O00) 
Goodwill ... wae veer 7500 
£3,600 £3,600 
GOODWILL. 


We have already defined Goodwill in Lesson XI.; but 
the matter is so important that it behoves us to discuss it 
a little more in detail at this stage. Briefly, it is the 
expectation that the old customers will resort to and 
patronise the new firm. In some cases it may be a very 


Pra elds 16 


> 


949, PARTNERSHIP ACCOUNTS. 


valuable asset and a realisable one: more frequently it is 
to be feared it is unrealisable and an asset that is apt to 
shrink in value. na 

No hard-and-fast rules can be laid down in regard to the 
value of a Goodwill: itis often, however, valued on the 
basis of the average net profits made in the three or four 
years prior to the date of purchase. Obviously the Good- 
will of a professional man’s business will not be estimated 
so highly as that of a business where the personal factor 
is not so important, and where the customers of the firm 
are numerous: thus a medical man’s practice is frequently 
valued at one year’s purchase, 7.e. the price of the Good- 
will is generally equal to one year’s net profits. A 
solicitor would probably be able to sell his practice on 
somewhat better terms, as the clients become attached to 
the firm, and often a solicitor will act for various genera- 
tions of the same family. He might succeed in obtaining 
two or three years’ purchase based on his net profits for 
the Goodwill of his practice. 

A trader might obtain still more, and prices equal to 
three to five years’ purchase are not uncommon; whereas 
it is well known that when a business is converted into a 
Limited Company a still higher price is demanded for the 
Goodwill. New considerations are introduced in cases of 
this character, as the real vendor has frequently to pay 
large sums to promoters, brokers, and others, and conse- 
quently must recoup himself by obtaining an enhanced 
price for his Goodwill. 

Whether a business is carried on by a sole trader, or 
partners, or a Joint Stock Company, it is generally advis- 
able that such an intangible asset should be consistently 
written down, so that eventually it may disappear from 
the assets’ side of the Balance Sheet. There is (perhaps 
unfortunately) no legal obligation on a Company to write 
down its Goodwill periodically, and in the case of a 
business that is expanding by leaps and bounds, it may 
justly be argued that writing down is unnecessary: we 
consider, however, that in all cases it is desirable to keep 
this asset within reasonable limits, and in most cases it is 
very necessary to write it down. 
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The difficulty is that, in the case of a bad year or a 
declining business, the profits are so small that they will 
not permit of much allocation for this purpose; and yet 
these are the very cases where adequate writing down of 
the Goodwill is most desirable. On the other hand, in the 
case of a fruitful year or an expanding business, directors 
and partners are apt to think that the writing down is 
unnecessary, and it is well known that shareholders often 
prefer to divide the profits “ up to the hilt” rather than to 
strengthen the reserves of the business by leaving a por- 
tion of the profits either to accumulate as a Reserve Fund, 
or for the purpose of writing down Wasting Assets. 
Where it is decided, however, to reduce the book value of 
the Goodwill, the Journal entry will be :— 


P. and L. A/e., Dr. to Goodwill A/c., Cr. 


DISSOLUTION OF PARTNERSHIP. 


Like all other human arrangements Partnerships are 
frequently terminated, and it is desirable that the Partner- 
ship Agreement should provide for the termination thereof, 
due to such contingencies as the retirement, bankruptcy, 
or death of a Partner. Section 43 of the Partnership Act 
provides that :—‘ Subject to any agreement between the 
partners, the amount due from surviving or continuing 
partners to an outgoing partner or the representatives of a 
deceased partner in respect of the outgoing or deceased 
partner’s share is a debt accruing at the date of the dis- 
solution or death.” Section 44 provides rules for the 
distribution of assets on the final settlement of accounts as 
follows :— 


In settling accounts between the partners after a dissolution of 
partnership, the following rules shall, subject to any agreement, be 
observed : 

(a) Losses, including losses and deficiencies of capital, shall be 
paid first out of profits, next out of capital, and lastly, if 
necessary, by the partners individually in the proportion in 
which they were entitled to share profits. 
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(b) The assets of the firm, including the sums, if any, contributed 
by the partners to make up losses or deficiencies of capital, 
shall be applied in the following manner and order :— 


1. In paying the debts and liabilities of the firm to 
persons who are not partners therein. 


2. In paying to each partner rateably what is due from 
the firm to him for advances as distinguished from 
capital. 

3. In paying to each partner rateably what is due from 
the firm to him in respect of capital. 

4. The ultimate residue, if any, shall be divided among 
the partners in the proportion in which profits are 
divisible. 

When the partnership is dissolved, there is often a loss 
on the realisation of the assets, and it becomes necessary 
to open a Realisation Account, and to transfer to the 
debit of this account all the book values of the assets 
(except cash), and thus to close the accounts.of the various 
assets. When these assets are realised, the Realisation 
Account will be credited with the proceeds of the sale, and 
the account will be debited with the costs of realisation. 
The balance shows the net gain or loss on realisation, and 
this profit or loss will be transferred to the respective 
partners’ Capital Accounts in the proportion in which they 
share profits or losses. Some accountants would debit the 
realisation account with the book value of the assets and 
credit it with the cash proceeds, carrying the net profits or 
loss to a profit and loss on realisation account, and then 
would debit this additional account with the realisation or 
litigation expenses, making the necessary adjustments from 
this account to the partners’ respective capital accounts. 

Next the various liabilities of the firm will need to be 
discharged ; then advances (if any) made by the partners 
over and above their agreed amounts of capital; next the 
partners’ capital will be repaid, and finally the surplus (if 
any) distributed in the same proportious as profits are 
distributed. The Journal entries of these various stages 
in the dissolution may be summarised as follows :— 


(1) Debit :—Realisation Account with book value of 
assets (excepting cash). 
Credit :—The respective Asset Accounts and close. 
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(2) Debit :—Cash with proceeds of realisation of assets. 
Credit :—Realisation Account. 
(3) Debit :—Realisation Account with cost of winding 
up. 
Credit :—Cash. 
(4) Debit :—Realisation Account with profits on reali- 
sation (if any). 
Credit : —Partners’ Capital Accounts in the pro- 
portions in which profits are divided ; 


or (5) Debit :—Partners’ Capital Accounts with the loss 
on realisation (in the usual proportions). 
Credit :—Realisation Account. 

(6) Debit :—Creditors (with the balances of their 

accounts ). 
Credit :—Cash. 

(7) Debit :—Partners’ Loan Accounts (for extra ad- 
vances beyond agreed amounts of 
capital). 

Credit :—Cash. 

It must be remembered that (except in the rare cases 
that come under the Limited Partnership Act, 1908) each 
partner in an ordinary business is liable to the full amount 
of his private resources for all the liabilities of his firm. 
Hence we must consider the position :— 


(1) When the net proceeds of the assets are not sufficient to pay 
off the trade creditors. In this case the respective partners must 
provide cash extrinsically (in proportion to their agreed shares of 
profit and loss) to supply the deficiency. Of course if none of the 
partners have outside resources, the firm is insolvent and will need to 
be wound up under the Bankruptcy Act, the various creditors 
taking such a dividend in the £ as the net proceeds will permit. 

(2) We will assume, however, that the realised value of the assets 
is sufficient to pay the outside creditors, and we must then consider 
the relationship of the partners themselves when one member of the 
firm is insolvent and unable to pay his contribution to make up the 
loss on the realisation account. The position in such a case was 
settled by a well-known Partnership Case, Garner v. Murray, re- 
ported in the Law Reports 1904, 1, Ch. 57. In this case the real 
question was how, as between two partners, the ultimate deficit, 
which arose in the partnership assets from the default of a third 

artner to contribute his share of the deficiency of the assets to 
make good the capital, was to be borne by them, 
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The facts were these: In the year 1900 the plaintiff (G.) entered 
into partnership with the defendants (M. and W.) upon the 
terms that the capital of the business should be contributed 
in certain unequal shares, and that each partner should be en- 
titled to one-third share of the net profits. The partnership was 
dissolved as from the 30th day of June, 1900. After satisfying all 
liabilities to creditors and the advances of two of the partners, the 
assets were insufficient to make good the capital. A much greater 
sum of money was due in respect of capital to G. than to M. It 
was held by Joyce, J., that Section 44 was plain. The learned 
Judge said :— 

“«{ do not find anything in that Section to make a solvent partner 
liable to contribute for an insolvent partner who fails to pay his 
share. Sub-section (b) of Section 44 proceeds on the supposition 
that ccntributions have been paid or levied. Here the effect of 
levying1s that two partners can pay and one cannot. It is sug- 
gested on behalf of the plaintiff that each partner is to bear an 
equal loss. But when the Act says losses are to be borne equally, 
it means losses sustained by the firm. It cannot mean that the 
individual loss sustained by each partner is to be of, equal amount. 
There is no rule that the ultimate personal loss of each partner 
after he has performed his obligations to the firm shall be the same 
as, or in any given proportion to, that of any other partner. The 
assets must be applied in paying to each partner rateably what is 
due from the firm to him in respect of capital, account being taken 
of the equal contributions to be made by him towards the 
deficiency.” 

In other words, contributions for losses should be actually 
brought into the firm by the partners in cash, and (assuming that the 
outside creditors have been paid) the solvent partners are not liable 
to pay or contribute the share of an insolvent partner who fails to pay. 


The working of the undermentioned question, which was 
set at an Examination held by the Institute of C.A., will 
illustrate the mode of dealing with a Realisation Account, 
and incidentally illustrate the effect of Garner v. Murray. 


‘‘The following is the B/S., 31st December, 1906, of A, B, and O, 
trading together in partnership as Timber Merchants. 

‘* Assets :—Cash in hand, £50. Stock-in-trade, £1,500. Machinery, 
£2,000. Sundry Debtors, £1,200. C’s Cap. A/e., Overdrawn, 
£550. Total, £5,300. 

‘« Tiabilities :—Sundry Creditors, £2,000. Bank Overdraft, £300. 
A’s Cap. A/c., £2,000. B’s Cap. A/e., £1,000. Total, £5,300. 

‘*C is insolvent, and there is no surplus from his private estate. 
It is decided to wind up the partnership as on December 31st, 1906. 
On realisation the assets produce as follows :—Cash, £50. Stock, 
£1,000. Machinery, £1,500. Sundry Debtors, £1,000. Profits and 
Losses are divisible equally, 
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“‘ Write up the A/cts. and show what each partner will ultimately 
receive.” 

[It is assumed that the realisation was completed by February 1, 
1907, and that the contributions due from A and B in accordance 
with Garner v. Murray are accounted for. ] 


STOCK ACCOUNT. 


Dr. Cr. 
1906. £ s.d. 1907. £ 3. d. 
Dec. 31 To Balance 1,500 0 0 Jan. 1 By transfer 
to Realisa- 


tion A/c. 1,500 0 0 


MACHINERY ACCOUNT. 


Dec. 31 To Balance 2,000 0 0 Jan. 1 By transfer 
to Realisa- 
tion A/c. 2,000 0 0 


SUNDRY DEBTORS. 


Dec. 31 To Balance 1,20000 Jan. 1 By transfer 
to Realisa- 
tion A/e. 1,200 0 0 


BANK ACCOUNT. 


1906. 
Feb. 1 ToCash... 80000 Dec. 31 By Over- 
Drattie wes. 300 0 0 


SUNDRY CREDITORS. 
Feb. 1 To Cash... 2,000 00 Dec. 31 By Balance 2,000 0 0 


REALISATION ACCOUNT. 


1907 £ | s./d.|| 1907 £ \s.Jd 
Jan. 1/To Stock ...//1500/0]0|/ Feb. 1|By Cash 
,, Machinery}/2000] 0 | 0 (N.P.)— 
,», Sundry Stock 
Drs. _...//1200}0|.0 £1000 
pee AN Machi- 
nery 1500 
S. Drs. 1000 
——||3500) 0] 0 
Net Loss on 
Realisation]|/1200) 0 | 0 
spies £4700 0/0, 
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CASH ACCOUNT. 


—- 


1907 £ | 8. 
Feb. 1|By Bank ...|| 300) 0 
», 9. Ors. ...//2000} 0 

», Balance .|/1250) 0| 0 


1907 ld. 
Jan. 1/0 Balance...!| 50)0|0 
Jan. 30|,, Realisa- 
tion A/e.|/3500} 0 | 0 

0 


d. 
0 
0 


£|'3550) 0| 0 


£)/3550] 0 


At this stage it will be noticed that the loss on Realisation 
(deficiency of assets) is £1,200. On the principle of Garner v. 
Murray, each partner should contribute £400 of this loss, but C 
cannot; and in practice, A and B would probably not actually 
advance their quota, but their Capital accounts would be debited 
with their contributions, and the contributions would need to be 
taken into account in calculating the augmented assets. At this 
stage the B/S. would read :— 


BALANCE SHEET, Feb. Ist, 1907. 


Tnabilities. Assets. 
j 
£ | 8./d. £ | s.\d. 
A’s Capital .-. |[2000}0|0|| Cash, as per Cash 
B’s Capital ... ||1000) 0/0 A/c. Abe ... |]1250! 0} 0 
——_!_‘_|| A’s Contribution ...|} 400/0/0 
‘|| B’s Contribution .. || 400)/0|/0 
2050} 0} 0 
C’s Capital A/e.— 
Previous De- 
ficiency £550 
Loss on Real- 
isation ... 400 
——|| 950/010 
£ ag a8 slls000 0 0| 
| — ee 


Hence there would be £2,050 liquid assets to be divided between 
A and B in proportion to their Capitals as follows :— 
A’s share = 22°° of £2,050 = £1,366 13s. 4d. 
B’s share = 399° of £2,050 = £683 6s. 8d. 
Thus if A and B had not actually made their contributions in 


cash (£400 each), this sum would need to be deducted in each case 
and the proportions of the net Cash Balance of £1,250 receivable by 
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e 
each would be: A, £966 13s. 4d., and B, £283 6s. 8d. The final ap- 
Bi of the partners’ respective Capital Accounts would be as 
ollows :— 


A’s CAPITAL ACCOUNT. 


Dr, Cr. 
1907 £|s.}2.| 1906 £\eld. 
Feb. 1)To Loss on Dec. 31|By Balance .||2000) 0} 0 
Realisa- 
tion A/c.|| 400) 0} 0 
», Cash _...|| 966/13] 4 
» Loss 
through 
C’s insol- 
vency ...|| 633] 6] 8 
£/ 20001 01 0 «20001 0| 0 
— ir ——= <=> = 
B’s CAPITAL ACCOUNT. 
£ I s.id. £ | 3.\d. 
Feb, 1/To Loss on Dec. 31] By Balance .||1000 0|0 
Realisa- wast al) es 
tion A/c.|} 400} 0} 0 
>, Cash  ..,|| 283) 6/8 
», Loss 
through 
C’s insol- 
vency ...|} 316/13) 4 
sl]1000| 010 £ 10000 0 
ee es ele 


C’s CAPITAL ACCOUNT. 


i 
1906 | £] ald. || & fala 
Dec. 31/To Balance ‘| 550|0)0)| Feb. 1/By A’s Capi- 
1907 i tal A/c. ...]] 633 | 6) 8 
Feb, 1],, Loss on », B’s Capi- 
Realisa- ,, tal A/e. ...|| 316 13) 4 
tion A/e. || 400} 0/0 
| 950 | 0|0| £| 950| 010 
as eer e ——— os 


250 PARTNERSHIP ACCOUNTS. 


Partnership Insurance Policies.—-The death of a partner and the 
consequent obligation to suddenly pay out his share may cause 
serious inconvenience to the surviving partner or partners. Occa- 
sionally this contingency is provided for by effecting insurances 
cither (a) on the separate lives of the partners, or (b) on their joint 
lives, payable on the death of the one who dies first. The policy 
or policies would be in the name of the firm, or assigned for the 
benefit of the firm. The money paid by the Insurance Company 
might be credited to the surviving partuer or partners, or to all 
partners (including deceased). 

Seeing that the premiums would be paid by the firm, and would 
be a deduction from the net profits of all partners (including 
deceased), it is submitted that the second method is the more equi- 
table plan : viz. the money received when the policy matures should 
be credited to all the partners’ (including deceased’s) Capital 
Accounts, in the proportions agreed upon, or failing special agree- 
ment, in the proportions in which Profit and Loss are divisible. 

The whole of the annual premiums when paid would not be 
debited to P. and L., because policies have a Surrender Value, and 
by most Insurance Companies the minimum Surrender Value of a 
policy is guaranteed to be equal to one-third of the premiums paid : 
hence a Partnership Policy Surrender Value Account could be 
opened, debited with one-third of the annual premiums, and treated 
as an asset. If this be done the sum finally received from Insurance 
Company will be subject to the deduction of this Asset before being 
credited te the respective Partners’ Capital Accounts. The book- 
keeping entries would therefore be :— 


1. When Annual Premium is Paid: 
Debit: P. and L. Account (with 2rds annual premium). 

: Partnership Policy 8. V. Accounts (with 4rd 
remium),. 

Credit: Cash with full premium. 


2. When a Partner dies: 

Debit: Cash with amount received. 

Credit: Partnership Policy 8. V. Account with like amount. 
3. When Partnership Policy 8. V. Account is closed : 

Debit: Partnership Policy 8. V. Account with balance neces- 
sary to close (approximately equal 2rds_ total 
premiums paid). 

Credit: All the Partners’ (including deceased’s) Capital 
Accounts with a like sum, allocated in the shares 
in which P. or L. is divided. 


Limited Partnerships.—The Limited Partnership Act, 1907, pro- 
vides a means whereby a person can safely become an investor in a 
partnership business without incurring any liability beyond the 
amount of hisinvestment. The system of Limited Partnerships had 
been in existence in France and Italy for some time prior to 1907, 


9 
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and the principle of limited liability had lons been recognised in 
this country in the various Joint Stock Company Acts. 

The essential features of a Limited Partnership are as follows :— 

1. A Limited Partnership must consist of one or more general 
partners, liable for all debts and obligations of the firm, and one or 
more limited partners, liable only for the amount of capital or 
property contributed by them. 

2. During the continuance of the partnership, the limited partner 
must not withdraw any part of his contribution. If he does, he 
shall be liable for the obligations of the firm up to the amount so 
drawn out. 

3. A limited partner must not take part in the management of the 
business : if he does, he becomes a general partner and liable as such. 
He may, however, inspect the books of the firm with the object of 
ascertaining the prospects of the business, and he may advise with 
the partners thereon. 

4. A limited partnership is not dissolved by the death or bank- 
ruptecy of a limited partner. 

5. Subject to any agreement between the partners :— 

(a) Differences arising out of ordinary matters are settled by 
the general partners. 

(b) A limited partner may, with the consent of the general 
partners, assign his share in the partnership. 

(c) A person may be introduced as a partner without the 
consent of existing limited partners. 

(d) A limited partner shall not be entitled to dissolve the 
partnership without notice. 

6. A Limited Partnership must not exceed 20 members, or 10 in 
the case of a banking business. 

7. In the event of a dissolution the affairs shall be wound up by 
the general partners. ; 


EXERCISE 53. 

1. Black and White are equal partners, and their B/S. stands as 
follows :— 

Assets :—Cash, £400 ; Debtors, £2,000 ; Stock, £1,500 ; Machin- 
ery, £2,000. 
Creditors, £1,800; Biack’s Capital, £2,900; White’s 
Capital, £1,200. 

They decide to dissolve partnership, and the Assets realise the 
following amounts :—Debtors, £1,880; Stock, £1,200 ; Machinery, 
£1,800. They receive £100 as discounts from Creditors, and the 
expenses of Realisation amount to £230. Prepare Ledger A/cts. 
showing the result of the winding-up. (N.U.T, Advanced.) 


Liabilities : 


PASS PARTNERSHIP ACCOUNTS. 


2. X, Y, and Zare partners. X’s Capital is £15,000; Y’s £12,000, 
and Z’s £8,400. Z advances £5,000 as a loan at 7 per cent. per 
annum, What effect would Z’s loan have on their particular capitals 
and how should it appear in the firm’s Ledger ? 

- (Chartered Acct.’s Exam.) 


3. Brown, Jones, and Robinson are partners, with Capital as 
follows :—Brown, £10,000 ; Jones, £8,000; Robinson, £6,000, making 
£24,000, such Capital being subject to 5 per cent, interest per 
annum. ‘The net profits for the year amount to £7200, divisible as 
follows :— 

(a) 5 per cent. Interest to the Partners on their Capital. 
(b) One-half of the remainder to be allocated to the respective 
partners as profit pro ratd to their respective Capital. 
(c) The other half to be divided up as follows :— 
One-third to go to the General Reserve ; 
One-sixth to go to the Sinking Fund towards extinction 
of Lease ; 


The remainder to be divided equally among the three 
partners as further profit. : 


Write up accounts showing what each partner receives by way 
of Interest and Profit, and how much goes to the General Reserve, 
as also to the Sinking Fund. (Institute of Bankers, Prelim.) 


4. Adam Brown and Joseph Smith are in partnership. Adam 
Brown, on January 1, 1906, had Capital amounting to £15,000 in 
the business, and on June 1, 1906, put into the business a further 
£5,000. On January 1, 1906, Joseph Smith had Capital amounting 
to £10,000. 

The profits at December 31, 1906, amount to £7,000 and are dealt 
with as follows :— 


1. Reserve for Bad and Doubtful Debts, £300. 
2. Depreciation on Plant and Machinery, £500. 


3. Interest at 5 per cent. on Partners’ Capital from the dates 
paid in respectively. 

4. Balance net profit divided as under: say, 
Adam Brown, two-thirds. 
Joseph Smith, one-third, 


Write up Adam Brown and Joseph Smith’s Ledger Accounts for 
1906, and show the balance to the credit of each on January 1, 1907. 
(Institute of Bankers, Final.) 


5. A and B are equal partners, and on June 30, 1908, their 
Balance Sheet stood as follows :— 
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Liabilities, Ce iets. 4d: "Assets. 3 8) Ok 

To Sundry Creditors 5,000 0 0 By Stock-in-trade 3,500 0 0 

», Bank Overdraft 1,500 0 0 ,, Sundry Debtors 6,100 0 0 
», A, Capital Ac- ,, Fixtures and Fit- 

count. . 2,100 0 0 tings. 5 ORD WY 

», B, Capital Ac- », Cash inhand . 50 0 0 

count. - 1,600 0 O ,, Investments . 300 0 O 


£10,200 0 O £10,200 0 0 


Tt is arranged that C shall be taken into partnership, and as a 
result of the negotiations it is agreed (as between A and B only) to 
make the following adjust nents in the above Balance Sheet :— 


(a) To write off Bad Debts amounting to £1,500. 

(b) To write down the Fixtures and Fittings to £100. 
(c) To depreciate the Stock-in-trade by 15 per cent. 
(zd) To write off Loss upon Investments, 25 per cent. 
(ec) To create a Goodwill of £1,000. 


C then introduces £1,000 as his third share of the Capital, to 
which amount it has been agreed that that of the other partners 
shall be adjusted. State what entries will be necessary to carry 
out these transactions, and prepare an amended Balance Sheet of 
the firm immediately after C has become a partner. 

(Incorporated Accountants, Intermediate. ) 


[Answers to Hxercises 53-56 are given on pp. 260, 261.] 
EXERCISE 54. 
CAMBRIDGE SENIOR Locat. 


December, 1910. Time, 2 hours. 


Williams and Robertson are partners in a manufacturing business. 
According to the terms of their agreement :— 


(1) 10 p.c. per annum ‘is to be allowed for depreciation on all 
plant and machinery which has been in use for more than 
a year. 


(2) The net profit or loss is to be ascertained at the end of each 
year and divided equally between the partners. 
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On Noy. 30, 1909, the Ledger of the firm shows the following 
balances :— 


Dr. Cr. 
* s £& 

Williams (cap. acct. as on Jan. 1) .. Pi ar 4,000 
Robertson (cap. acct. as on Jan. 1) adi aa 4,000 
Forbes and Co. we BA. ACA sh ota 275 
Davidson and Co. os dae a be noo 318 
Eaton and Co. wee wes we aide vate 184 
Potts and Co. ... ae ron ive — tee 216 
Purchases ie aoe aoe er Kea ARE 2,508 
Sales... de iets old FRc re Aa 5,497 
Bills Payable ... ce i ee ass aia 654 
Bills Receivable am Be. Bhi ioe ea 950 
Cash at Bank ... sae ide Ae ae 678 
Wages and Office Expenses cee Rts ot a2, 486 
Stock (as on Jan. 1) ... ; oad fy MsSG 
Plant and Machinery (as on Jan. 1) oe a 5,200 


£14,551 | £14,551 


Open the Ledger with the above balances, and post the following 
transactions for the month of December, 1909 :— 


£ 
Dec. 2. Bought Goods from Potts and Co. ... ? 147 
», 6. Davidson and Co. accept our draft for £300 pe 
pay cash £18 aoe 318 
», 8. Cashed Bill Receivable, due bes Sao atc Ee 300 
», 10. The machinery having been bre during 
November, repairs are completed to-day and 
payment made _.., ai wie ay ee 50 
», ll. Paid wages is ae re 87 
», 14. Purchased machinery front Paton wd Co. . si 200 
», 16. Sold goods to Forbes and Co.. we 220 
» 17. Accepted draft from Potts ad Co. for £200 and 
paid cheque £160, discount allowed £3 a 363 
», 20. Sold goods to Davidson and Co... atte ee 47 
», 24. Paid wages and office expenses a ae 139 
», dl. By mutual agreement each partner draws £200 from 
the Bank account for his own private use... 400 


All payments are made by cheques and all amounts received are 
paid into the bank upon receipt. Stock in hand Dec. 31, 1909, is 
valued at £4,100. 
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After entering the transactions, prepare a Trial Balance. Balance 
the Ledger ; prepare a Profit and Loss Account, making the adjust- 
ment requir ed by the agreement between the partners and dis- 
tributing the profit or loss according to the terms of the agreement. 
Make out a Balance Sheet. 


EXERCISE. 55. 
CoLLEeGE OF PRECEPTORS. 
First Class or Senior. 
CERTIFICATE [HXAMINATION. 
Christmas, 1910. Time, 14 hours. 


1. In what way are ‘‘ Profits or Losses” dealt with in the Balance 
Sheet of (@) an Individual, (6) Partners, (c) a Limited Company ? 


2. A. and B. buy on joint account 1,000 tons of a commodity at, 
30s. per ton. <A. contributes one-third and B. two-thirds of the 
price (all money goes through a joint banking account). 600 tons 
are sold for cash at 32s. 6d. per ton, less £9 4s. expenses, and 300 
tons are sold for cash at 31s., less £3 expenses. 

The stock unsold is divided equally between them at cost price, 
and the profit (or loss) is shared in proportion to their original 
contributions. 

(a) Prepare the ‘‘ Joint Speculation Account” to show what is 
the result of the venture. 
(b) Open an account for each individual and balance same. 


3. Journalise the following transactions in A. B.’s books, and 
open a Ledger Account for the ‘‘ Consignment ”’—to ascertain the 
net gain or loss which he has sustained through his transactions in 
respect of it. 


& 8. d. 

(a) Purchased goods of J. Jones and gave him my 
acceptance ... . 500 0 0 

(b) Shipped same to my leone nt Bombay, paying 
freight, insurance, ete. ... a Ot) 

(c) Learned that part of the Soacieanione, was jettisoned 
—cost price : 6 ale Site 00 0 0 
(d) Recovered from Insurance Gompaty Bes ce LOOM ONO 
(e) Balance sold by Agent for x6 O60) 00 
And his expenses, commission, etc., ‘amounted to... 25 0 0 


(f) Received bill from Agent in settlement, is 
when cashed at Bank, produced bit we 933 


o 
o 
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4. From the Trial Balance and particulars given below, prepare 
the Goods (or Trading) Account, Profit and Loss Account, and 
Balance Sheet of Messrs. Bull & Toole, as on June 30, 1910. 

The Stock on June 30, 1910, amounted to £8,550. 
of Profits a sum of £200 ag a provision for Bad and Doubtful Debts, 
and also allow £50 for rates, taxes, and other trade expenses, due 


but not paid. 


Profits and Losses are divided equally. 


TriIAL BALANCE. 


Stock, 30th June, 1909 
Purchases 

Wages 

Carriage and Freight. 


Coal, Coke, and Lighting ss 


Travelling Expenses 


Trade Expenses (including Discounts) 750 


Plant and Maehney 
Debtors ; : 
Land and Buildings 
Cash . oF 

Bank ... 

Sales ... 

Creditors sie ont 
J. Bull’s Drawings ... 
T. Toole’s Drawings... 


J. Bull’s Capital Account ak 


T. Toole’s Capital Account 
Bills Receivable 

Bills Payable 

Rent. ... 

Repairs and Renewals 


Sees 
8,000 0 
9,600 0 
6,000 0 
1,200 0 

600 0 

265 10 

5) 
3,000 O 
4,800 0 
7,000 O 

80 10 

220 O 

200 O 

600 0 

200 0 

84 5 


ecoocoocoocesco & 


oo 


0 
0 


£42,600 10 0 £42,600 0 0 


£ 8 
150s 15 
20,000 0 
6,8 0 
8,500 O 
7,000 0 
149 15 


Set aside out 


0 


0 
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EXERCISE 56. 
Roya Soctrry or Arts Examinations, 1911. 
Stage II.—Intermediate. 
Time, 3 hours. 


ONLY ONE question to be answered, but BOTH exercises to be worked. 
1. What is a Bill of Exchange? _ 

_Briefly explain the following terms used in connection with 
bills :—*‘ Endorsing over.” ‘‘ Allonge.” ‘‘ Noting.” ‘‘ Renewed.” 
““ With documents attached.” 

2. Give an analysed form of Sales Book, and enter therein five 
transactions relating to the sale of cotton prints, velvet, silk, 
woollens, and fancy goods. 


Exercise I. 


William Bennett is in business as a wholesale and retail hosier 
and hatter. On December 31st, 1910, his Assets were as follows :— 


£ 3. d. & 
Stock ... FE tee 
Furniture and Fittings 
Plant and Machinery ... 
Cash at Bank ie 
Cash inhand _... 
Bills Receivable : 
Roberts & Co. (due Jan. 6th, 1911) ex OO 
W. Lea (due Feb. 14th, 1911) me 79 0 0 


Pht 
co 
w 
SSOSS» 
cocoo® 


——_— 116 0 0 
Sundry Debtors : 
H. Sheppard & Sons ... 500 bc 92 0 0 
A. White & Co., Ltd. rf ae 42 0 0 
Roberts & Co. ... : + ess WW) © 
W. Lea... 8 0 0 
———— 159 0 0 
On the same day his Liabilities were :— 
Bills Payable : a5 CF £ 8. d. 
S. Dove (due Jan. 7th, 1911) ee ia Ole O 
Robinson & Co. (due Jan. 17th, 1911) 49 0 0 
———— 260 0.0 
Sundry creditors : 
Robinson & Co, be Was Ac 34 0 0 
A. Green & Co., Ltd. af Sf 93 0 0 
S. Dove ... ac6 ae oa coo | lly OW) 
Brown Bros., Ltd. ... ies re 22 OO 
Elliott & Co., ... ay a aus 47 0 O 
413 0 0 
17 


PLB. I. 
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He agreed to take his manager, H. Burns, into partnership as 
from January Ist, 1911, on condition that he brought £500 cash. into 
the business, and paid W. Bennett £250 for a third share of the 
profits of the business. H. Burns duly paid these two amounts on 
January 2nd, 1911. a 


Open the accounts of the new firm in their Ledger, and post to it, 
through the proper subsidiary books, the following transactions :— 


Ile 


Jan. 2. Sold to W. Lea, 1 gross of Tweed caps at 18s. 6d. per dozen. 
Bought, for cash, job line of felt goods for £5. 


,, 3. A. White & Co., Ltd., paid their account, less 237% discount. 
H. Sheppard & Sons gave a bill for £50 at three months. 
Bought of Robinson & Co., 3 dozen Oxford shirts at 28s. 11d. 

per dozen, and 2 dozen heather mixture half-hose at 
8s. 6d. per doz. 


», 4. Bought of A. Green & Co., Ltd., 6 dozen linen handker- 
chiefs—3 dozen ladies’ at 7s. 9d. per dozen, and 3 dozen 
gents’ at 8s. 3d. per dozen. 


», 5. Paid, by cheque, 8. Dove £50 on account, 
Cash Sales, £37. 


», 6. Renewed Roberts & Co.’s bill, which was due, but was not 


met. 
Sold A. White & Co., Ltd., 9 felt hats at 37s. per dozen, 
and 3 only, silks, at 7s. 9d., 10s. 6d., and 12s. 3d. each. 


», 7. 8. Dove’s bill due, and met. 
W. Lea paid his account as on December 31st, 1910, less 
24% discount. 
Roberts & Co. paid their account, less an allowance of £3 
for imperfect goods supplied. 
Paid, by cash, wages £15 and carriage £2. 
Cash Sales, £49. 


», 9. Paid Elliott & Co. £25 on account, and bought from them 
2 dozen saddlers’ braces at 15s. 6d. per dozen. 
A. Green & Co. ‘‘ drew on us ” at three months for £90, and 
the bill was duly accepted, 
Bought of S. Dove, 10 dozen Burlington collars at 6s. 3d. 
per doz. 


», 10. Sold H. Sheppard & Sons, 3 dozen Tweed hats at 21s. per 
dozen and 6 dozen boys’ caps at 7s. 9d. per dozen. 
Sold W. Lea 13 dozen felts at 42s. per dozen. 
Cash Sales, £31. 
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All Purchases and Sales were on credit, unless the contrary is 
stated ; and all moneys received were at once paid into the bank. 

Balance the Ledger accounts as on January 10th, 1911; bring 
down the balances, and extract a Trial Balance. 


N.B.—No Profit and Loss Account or Balance Sheet to be prepared. 


Exercise II. 


John Pearson and Allan Macgregor are in partnership as Corn 
Dealers. On December 31st, 1910, the following Trial Balance was 
extracted from their books. 

You are required to prepare a Trading account and a Profit and 
Loss account for the year ended December 31st, 1910, and a Balance 
Sheet as on that date. Before preparing these accounts it is neces- 
sary to take the following matters into consideration :— 

(a) Profits and Losses are to be shared, two-thirds by Pearson 
and one-third by Macgregor. 

(b) Interest at 5% per ann. is to be charged on Capital, but not 
on Drawings. 

(c) Depreciation is to be charged as follows :— 


1. Fixtures and Fittings ... es si 5% 
2. Plant and Machinery ... a ad 10% 
3. Horses and Carts ans an6 15% 


(ad) The Bad Debt reserve is to be made up to £500. 

(e) Only three quarters’ Rent had been paid on December 31st, 
and no reserve had been passed through the books for the 
quarter owing. 

(f) The unexpired amounts to be carried forward are :— 


ee A 
1. Rates and Taxes ... “ee ne 1A Se 
2. Insurance ... Be i OO 


(g) The value of the Stock in hand, as on December 31st, 1910, 
was agreed at £2,994 14s. 7d. 


Give the Journal entries for the above adjustments. 
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TRIAL BALANCKE. 


John Pearson, Capital ... 
Allan Macgregor, Capital 
Repairs and Renewals ... 
Plant and Machinery ... 
Sales , 

Do. Returns 


Stock (December 31st, 1909) - 


Bad Debts 

Cash Sales 
Carriage ... 
Travelling Expenses 
Stable Expenses 
Purchases es 

Do. Returns 
Bills Receivable 
Wages % 
Salaries A: 
John Pearson, Drawings 


Allan Macgregor, Desa “i 


Water, Gas, ete. 

Rent es : 
Reserve for Bad Debts 
Insurance ame re 
Trade Expenses - 
General Expenses 
Discounts 

Sundry Creditors 
Sundry Debtors 

Horses and Carts 

Rates and Taxes 43 
Fixtures and Fittings ... 
Commission 

Cash in hand 

Bank balance 


Dr. Cr. 

Sves ad. So hed: 

a 6,000 0 O 

— 3,000 O O 
248 2 1 
847 10 O 

— 19,947 18 9 
142 1 38 
2,721 14 1 
89 4 0 

= 384 2 9 
1,421 10: 7 
156 14 2 
ih 192 1 4 
..» 135728 0.6 

; — 757 16 6 
929-1) 1 
1,646 13 10 
346 2 3 
650 O 0 
300 0 O 
126) 227 
150 0 O 

— 150 0 0 
all ay YW 
197 18 1 
PAV Ea We Oe 

— £9 #7 

— 1,099 10 10 
oi) 4 1 
856 14 11 
127 4 6 
3175 8 9 
62.12" "°7 
AG) ot OL 

as 122, 2°93 

£31,466 O 6 £31,466 0 6 6 


Se 


ANSWERS. 


EXERCISE 53. 


(1) Total Loss, £750; Black’s Cap., £2,525 ; White’s, £825. 
3) Brown’s Int. and Prof., £2,250 ; ee, £1,900 ; Robinson’s, 
£500. 


£1,550; Reserve, £1 ,000 ; 


neg 


- 
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(4) Brown, Cr., £24,098 12s. 3d. ; Smith, Cr., £12,101 7s. 9d. 
(5) Total Assets, £9,950; A.’s Cap., £1,475; B.’s, £975; C.’s, 
1,000. 


> 
EXERCISE 54, 


N.P. (before Withdrawals), £1,794; Williams’ Cap., £4,697 ; 
Robertson’s Cap., £4,697 ; B/S., £10,632. 


EXERCISE 55. 
(2) A.’s Profit, £25 18s. 8d.; B.’s, £51 17s. 4d. 
(3) N.P., £88. 
(4) N.P., £1,600 ; Bull’s Cap., £9,080; Toole’s, £7,600. 


EXERCISE 56. 


(1) Tr. Bal., £2,376 5s. 3d. 
(2) Pearson’s Cap., Cr. £6,259 3s. 7d.; Macgregor’s Cap., 
Cr. £3,154 11s. 10d. ; B/S. total, £11,185 8s. 5d. 


LESSON XIV. 
INCOME TAX. 


Posstsiy the reader may wonder why it is necessary to 
introduce a chapter dealing with Income Tax in a manual 
on Bookkeeping. More appropriately the discussion of 
the subject is suitable for a legal treatise ; but it is abso- 
lutely necessary that the modern bookkeeper should be 
acquainted with the outlines of the subject. More and 
more the State is becoming a co-partner sharing in every 
man’s income, whether that income be earned or unearned. 
Heuce the discussion of the subject very appropriately 
may be placed after the chapter dealing with Partnerships. 
We are now dealing with a special kind of Partnership, 
one member of the firm being the State. 

Should the student require fuller information than can 
be given in a short chapter of this description, he will find 
his needs adequately met in Pratt and Redman’s Income 
Tax Law. The history of the subject dates from the 
eighteenth century; but the most important statutes of 
current importance are the Income Tax Acts of 1842 and 
18538, as amended by the Finance Acts, particularly those of 
1894, 1897, 1898, 1907, and the famous Act of 1910. The 
Income Tax is imposed each year, and is granted only for 
one year: the period of time included in the Income Tax 
year commences on April 6th (old Lady day) in one year 
and ends on April 5th following. The Tax is made pay- 
able on or before January 1st in the financial year. 

The word “ Income Tax” was of somewhat late origin 
and appears not to have been used in any Act prior to 1856. 
It is a Tax on what “comes in,”—on actual receipts; on 
income capable of being calculated. But that which is 
equivalent to money because it can be converted into money 
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or expended in any way the tax-payer pleases may be 
treated. as Income. 

Although the provisions of each Finance Act in strict- 
ness remain in force for one year only, in order to ensure 
due collection and avoid delay there is now statutory sanc- 
tion that all provisions relating to Income lax in force on 
April 5th, in any year, shall apply to the Income 'T'ax to be 
granted in the following year (53 and 54 Vict. ¢. 8, 8. 30). 

The aim of the Income Tax Acts is to bring within their 
meshes all net profits from :— 

(a) All property situate in the United Kingdom ; 

(b) All trades and undertakings carried on actually or 

constructively within the United Kingdom ; and 

(c) All sources, whether within or without the kingdom, 

received in the kingdom by a person resident 
therein, 

The Income Tax Act 1803 split the Tax into five 
Schedules, viz. :— 

(A) The Tax on owners of real estate ; 

(B) The Tax on occupiers of land ; 

(C) The Tax on profits from any public revenue ; 

(#) The Tax on offices, pensions, and stipends; and, 

(D) Which was intended to sweep in everything left, 

and to include (a) persons residing in Great 
Britain who were charged upon Income from in- 
vestments in Great Britain or elsewhere, or from 
any profession, trade or vocation carried on in 
Great Britain or elsewhere, and (b) non-residents 
in Great Britain who were entitled to be charged 
in respect of Income arising in Great Britain. 


Before dealing with these Schedules in detail, we may 
notice that the principle in regard to the collection of the 
‘'ax is that wherever possible Income shall be taxed “ at 
its source,” eg. a Joint Stock Company is taxed upon its 
profits as a whole before the dividends are distributed to 
the shareholders: similarly the Tax under Schedule A is 
charged on the occupier of the land before he has paid his 
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rent to his landlord. At the present time something like 
two-thirds of the Tax is collected before the income reaches 
the person to whom it belongs, and without any informa- 
tion being obtained or required as to the persons to whom 
the balance of such income will go. 

Another cardinal idea of the Income Tax Acts is that a 
man should be taxed only in respect of his net income. 
This is effected in a somewhat primitive manner by deduc- 
tions which are allowed under the respective Schedules ; 
also by allowing under Schedule D a man who has calcu- 
lated his profits too high for the year in consequence of 
some unexpected loss to obtain repayment: further, by 
allowing a man carrying on two or more businesses to set 
off the loss sustained in one against the profit acquired in 
another, and by adjustment of the loss under one Schedule 
being set off by the profits under another. 


SCHEDULE A deals with a Tax upon income derived 
from the ownership of land and buildings. It also deals 
with tithes, manors, quarries, mines, gas and other works, 
canals, railways, and other concerns arising out of lands: 
with these last-mentioned topics we cannot deal here, but 
must restrict ourselves to the consideration of the Tax on 
land and buildings. Popularly this branch of the Income 
Tax is known as Landlord’s Property Tax; it is assessed 
on the annual value at which the land or buildings are let 
at rack rent, if the agreement fixing any such rack rent 
commenced within the period of seven years preceding 
April 5th next before the time of assessment. Generally 
the assessors take the gross annual value of land or 
premises as fixed by the Overseers for poor rating purposes 
as their standard; and from this gross annual value the 
undermentioned deductions are allowed :— 


(1) Repairs.—(a) In the case of an assessment on land 
(inclusive of the farmhouse and other buildings, if any), 
the amount of the assessment is reduced by a sum equal 
to one-eighth part thereof. 

(6) In the case of any house or building (except the 
farmhouse or buildings included with lands), the amount 
of the assessment is reduced by one-sixth. x 
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These are the normal cases where the tenant pays the 
rates and the landlord bears the cost of the repairs. Various 
adjustments are necessary where there are divergencies from 
these normal types, e.g. in the case of a repairing lease the 
assessment would be somewhat higher, and where the land- 
lord paid the rates, it would of course be less than the 
amount indicated above. 


(2) Land Tax.—The assessment is further reduced by the 
amount charged for Land Tax where the charge has not 
been redeemed. 


(3) Drainage Rate—The assessment may be further 
reduced by the amount charged in a public rate in respect of 
draining, fencing, or embanking. Such rates are levied by 
Commissioners of Sewers or Local Drainage Boards. 


(4) The assessment may further be reduced by the 
amount expended by the landlord on an average of the 
21 preceding years on the making or repairing of sea walls 
necessary for the protection of the land against the encroach- 
ment of the sea or any tidal river. 

Although this is the Landlord’s Tax, it is collected from 
the tenant, who has the right of deducting the same from 
his neat payment of rent. The tenant should take the 
precaution of so deducting from the next payment; for, if 
he fails to do so, he has no right of recovery against the 
landlord except in two special cases. Where the annual 
rent of the premises is under £10, or where the lands or 
tenements are let for a less period than one year, the 
assessment is on the landlord direct. All income under 
this Schedule is treated as unearned, and at present pays 
at the rate of 1s. 2d. inthe £. Moreover all lands or tene- 
ments whether occupied or not are assessable; but the 
assessment on empty houses is to be discharged for such 
time as they remain unoccupied. The landlord cannot by 
any contract avoid payment of this Tax or debit the 
tenant forthwith ; and if he refuses to allow the proper 
deduction of the same from the rent, he is liable to a fine 
of £50. 

Income Tax Law is full of inequalities and causes con- 
siderable heart-burning: one cardinal fault to be found 


266 INCOME TAX. 


with Schedule A is that it does not countenance a deduction 
for wear and tear of buildings. This is particularly a 
hardship in the case of “mills, factories, and similar 
premises, the owners of which would generally be ill- 
advised if they did not “write them down” in value 
at least 21 per cent. per annum; but this deduction 
would not be allowed by the Commissioners of Inland 
Revenue. 

The Finance Act of 1910 [s. 69 (1)] does allow, how- 
ever, some relief where the nominal deduction of one-sixth 
is insufficient. If the owner of land or houses can show 
that the cost of maintenance, repairs, insurance, and man- 
agement, according to the average of the preceding five 
years, has exceeded in the case of land one-eighth part of 
the annual value and in the case of houses one sixth-part of 
that value, he shall be entitled to repayment of a certain 
portion of the duty, which portion may not exceed one- 
eighth part of the duty in the case of land and one-twelfth 
part of the duty in the case of buildings, including farm 
buildings. 


We may summarise our information in respect to Schedule A by 
a concrete case :—A. owns a freehold house and garden which cost 
him £1,000, and lets the same to B. for £60 per annum. B. pays his 
own local rates and A. bears the cost of the repairs of the house. 
The Land Tax (borne by A.) is 10s. per annum and the Tithe Rent 
Charge (always borne by the landlord) is a further 10s. 


Sean, Liv Bridle 
Assessment (Gross Annual Value) COROLO 
Less one-sixth for Repairs af GON O20 
Less Tax o ie aye ro OLOe OD 
Tithe Rent Charge ... i, TOO SO 


If 07 0 11. 7 
Net Assessable Value £49 0 0 


If the property is declining in value, say even at the modest rate 
of 14 per cent. per annum on the cost, it will be obvious that A. is 
paying on a greater sum than his real net income; but except in 
one case (viz. the wear and tear of machinery) the Inland Revenue 
Authorivies take no note of the loss of capital, and, although as 
indicated above they allow the losses of income under one Schedule 
to be set against the profits on another, they allow nothing for 
diminishing capital. al 
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SCHEDULE B.—The duty under Schedule B is charged 
in respect of the occupation of agricultural land, including 
houses and buildings let with the farm. The Tax in this 
case is upon the occupier, and where the occupier manages 
the farm himself his supposed profit is treated as earned 
income. The farmer’s profit is assumed to be equal to 
one-third of the gross annual value of the land and build- 
ings: usually this income is treated as earned income, 
except where the farm is wholly managed by a farm 
bailiff. 

Hop Gardens are also assessed according to the above’ 
rule under Schedule B; but the profits arising from land 
occupied as nurseries or gardens for the sale of produce 
are estimated according to the rules contained in Schedule 
D, and the duty is charged at the rate contained in that 
Schedule. It will be obvious that practically no deductions 
are allowed under Schedule B, as land tax, tithe rent charge, 
and the cost of repairs are practically landlord’s burdens. 


We may mention three further facts in respect to this Schedule, 
viz. :— 

(1) The occupier of land can at his own option be assessed for his 
farming profits under Schedule D instead of Schedule B. We may 
add that he would be extremely ill-advised if he exercised this 
option, as the complexity of account keeping is much greater and 
the outlook for agriculture during the twentieth century has been 
a bright one. 

(2) If he keeps systematic accounts and can show that. his profits 
in any year are less than his supposed statutory profits, he can 
claim to be assessed on the actual profit made. Where this special 
abatement is claimed owing to the fact that the farmer’s profits fall 
short of the statutory assessment, he must appeal within three 
months after the expiration of the year of assessment. 


(3) Similarly an abatement may be made under both Schedules 
A and B whenever there has been an accidental loss by flood and 
damage to growing crops or stock, provided that the owner of the 
land has made a special abatement of rent for this purpose. 
Occupiers of land are to some extent the spoilt children of Income 
Tax Law; but dealers in cattle, and dealers in or sellers of milk, 
who sustain their cattle by feeding stuffs not the produce of lands 
in their occupation, may be charged on a return of the profits such 
further sum as, together with the charge in respect to the occupa- 
tion of the lands, shall make up the full charge on the profits. 
Recently there have been attempts to bring farmers within the 
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scope of this regulation, but the surveyors of taxes have not been 
very successful in the matter, and it is well known that the profits 
of many farmers, particularly the breeders of pedigree stock, much 
exceed one-third of their rent. 


SCHEDULE C.—Duty under Schedule C is payable 
for and in respect of all profits arising from interest, 
annuities, dividends and shares of annuities payable to 
any person, company or society, out of any public revenue. 
The tax is deducted from the interest or dividend due to 
the recipient or stock holder, and is accounted for to the 
Tnland Revenue by the bank or agent entrusted with the 
payment of such dividends. The interest under this 
Schedule is treated as unearned income. 


There are certain minor exemptions permitted under this Schedule 
for stock held by Friendly Societies, Savings Banks, Charitable 
Institutions, stock apeuoabls to the repair of places of worship, 
stock belonging to the Sovereign, the accredited Ambassadors of 
Foreign States resident in Great Britain, Industrial and Provident 
Societies, Trade Unions, ete. 


SCHEDULE E.—Duty under this Schedule is payable 
for and in respect of every public office or employment of 
profit, and upon every annuity, pension or stipend payable 
by His Majesty, or out of the Public Revenue of the 
United Kingdom, except annuities charged to the duties 
under Schedule C. The term “ public office” includes not 
only government officials, but also the officials of Public 
Corporations, Bodies or Companies. 

The duty is to be annually charged on all salaries, fees, 
wages, perquisites or profits whatever, accruing by reason 
of such offices, employments or pensions. Naturally the 
income under this Schedule is usually earned income, and 
practically there are no special deductions. 


SCHEDULE D.—We have already indicated that the 
duties under Schedule D extend to every description of 
property or profits which are not contained in the other 
four Schedules. The Schedule classes the profits under 
three distinct heads, the first two having reference to the 
residences of the persons to be taxed and the third being 
general. The first part of Schedule D runs as follows :— 
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‘For and in respect of the annual profits or gains arising or 
accruing to any person or persons residing in the United Kingdom 
from any kind of property whatever, whether situated in the United 
Kingdom or elsewhere, and for and in respect of the annual profits 
or gains arising or accruing to any person residing in the United 
Kingdom from any profession, trade, employment or vocation, 
whether the same shall be respectively carried on in the United 
Kingdom or elsewhere.” 


The second part of the Schedule is as follows :— 


‘‘And for and in respect of the annual profits or gains arising 
or accruing to any person whatever, whether a subject of His 
Majesty or not, although not resident within the United Kingdom, 
from any profit whatever in the United Kingdom, or any profession, 
trade, employment or vocation exercised within the United King- 
dom.” 


Whereas the third part of the Schedule is as follows :— 


“And for and in respect of all interest of money, annuities and 
other annual profits and gains not charged by virtue of any of the 
other Schedules contained in this Act” (16 & 17 Vict. c. 34, s. 2). 


The profits are further classified, with reference to the 
sources from which they are derived, into what are termed 
six cases, with special rules for ascertaining the duties 
payable in each particular case, some rules being common 
to more than one case. These cases define the sources of 
of income thus :— 


(1) Profits from trade, manufactures and commerce. 

(2) Profits of professions and occupations not coming under the 
other Schedules. 

(3) Profits of an uncertain annual value not charged under 
Schedule A. 

(4) Profits in respect of securities, and 

(5) Possessions abroad. 

(6) Profits or gains not falling within any other Schedules in 
the Act. 


It is, of course, in respect to profits under cases 1, 2, and 
5, with which, perhaps, the accountant is most concerned. 
The duty in these cases is based upon the average annual 
profits of the three years immediately preceding the year 
of assessment: thus, assuming the tradesman makes up 
his Balance-Sheet on December 3lst of each year, his 
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statutory profits for the year April 6th, 1911, to April 5th, 
1912, will be based upon the average of the three years 
1908, 1909, and 1910. It will be at once seen, therefore, 
that a man’s statutory profits under Schedule D are not at 
all synonymous with the net profits indicated by his P. 
and L. Account of any given year. 

In cases where the profession or trade has been com- 
menced within the period of three years, the computation 
may be made from the period of commencing the trade 
up to the date of assessment; whereas if the business was 
commenced within the actual year of assessment, the esti- 
mate of the profits expected from the business must be sup- 
plied; and this estimate can be consequently rectified, and 
if the taxpayer has paid too much he is entitled to repay- 
ment of the amount overpaid. (Hdw. 7,c. 13,8. 24 (2).) 


Deductions.—We must now notice some of the deduc- 
tions which the trader is permitted to make. ‘The rules 
respecting deductions are mainly framed in negative terms ; 
but, reversing the form and treating the exceptions as 
affirmative rules, we may notice the undermentioned. 


1. Repairs.—For sums expended for repairs of the premises oceu- 
pied for the purpose of the trade, etc., and for the supply, or repairs, 
or alterations of any implements, utensils or articles employed for the 
purpose of such trade, etc., not exceeding the sum wsually expended 
for such purposes according to an average of three years preceding 
the year of assessment. The word ‘‘usually” appears to have 
little meaning in this connection. No deduction can be admitted 
for sums expended in the improvement of the premises, but for 
repairs only. In providing implements of trade the supply of new 
ones, as well as the repair of old, is allowed. 


2. Wear and Tear of Machinery and Plant.—The Commissioners 
for General or Special purposes may allow a deduction from the 
profits of any trade, manufacture or concern, such sum as they may 
think reasonable as representing the diminished value, by reason of 
wear and tear during the year, of any machinery or plant. This 
topic is one that causes considerable annoyance, as the owners of 
machinery generally allege that the allowances are inadequate. 

In fact this is the only exception admitted to the hard principle 
of taxation, that no deduction can be made for the diminished value 
of capital: and it must here be pointed out that there isa difference 
in meaning between the expression ‘‘ wear and tear” and “‘ depre- 
ciation.” The owner of machinery should annually write down the 
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book value of his machines, not only because its ‘life ” is limited 
owing to physical deterioration, but also because its value may at 
any time be greatly lessened owing to improvements or later inven- 
tions. Now ‘“‘wear and tear” have reference to the diminished 
value of the machine due to physical deterioration, and not as 
a saleable subject. ‘‘The owners of a ship engaged in trade are not 
allowed for the depreciation of the value of the ship caused by ships 
of a better construction being built.” 

The subject of the actual rates of depreciation is one of great 
interest to the business man, and one on which it is not easy to 
dogmatise. Little satisfactory information is to be found in the 
statutes or decisions of the Courts, and perhaps the most valuable 
information is obtainable from the report (made in the year 1905) 
of a Departmental Committee on Income Tax which sat to inquire 
into the allowances made for wear and tear of machinery and the 
mode of dealing with replacements of obsolete machinery. We 
append, in tabular form, the practice of surveyors in various parts 
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of the country and in reference to certain industries. 


Rate 
Industry. District. per cent. of Remarks, 
allowance. 
Boot Trade | Leicester 74 On full value 
Brewery Plant| Cardiff 5 On written-down value 
Colliery Plant , 5 On written-down value 
Engineers Leicester 73 On full value 
OS Cardiff 5 On written-down value 
Hosiery Plant | Leicester 73 On full value 
a Nottingham 5 On fixed machinery 
Looms Huddersfield 5 On motive plant 
“5 * 13 On spinning, carding, & 
finishing machinery 
i Oldham 5 On engines, boilers, and 
gearing 
ts *m 7k On spinning machines 
Bradford 5 On spinning machines 
and woolcombs 
Spinning Bradford 73 On written-down value, 
Machines and when machinery run- 
Woolcombs ning night and day — 
Printing Trade _ — Very varying rates in 
different places, rang- 
ing from 6% on type 
and bookbinding 


machinery in Glasgow 
to 15% in Cardiff 
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It will be noticed that there is no great uniformity in the matter, 
except perhaps in this respect, viz. that where depreciation is 
allowed, it is upon the initial balance at the beginning of the year 
and not for additions during® the year and usually not on the 
original cost. We have already noted that no depreciation is 
allowed for shrinkage in the value of buildings or land under 
Schedule A. Such loss of value is regarded as loss of capital. 
Before passing from the subject of wear and tear, some modifica- 
tions introduced by the Finance Act 1907, secs. 26 (2 & 3) may be 
noted and they are these :— 


(a2) No deduction for wear and tear shall be allowed in any year, 
if the deduction when added to the deductions on that account in 
any previous years will make the amount of the deductions exceed 
the actual cost of the machinery and plant, including in that 
actual cost any expenditure in the nature of capital expenditure by 
way of renewal, improvement, or re-instatement. 


(b) If in any year full effect cannot be given to the deduction for 
wear and tear, owing to the insufficiency of the profits or gains for 
that year, the amount not deducted can be carried forward to the 
next year and shall be added to the amount of the deductions for 
wear and tear for the following year, and so on for succeeding years. 
This concession is a great improvement over previous practice. 

Some surveyors advise manufacturers not to ask for allowances 
for wear and tear, but to ask for replacements when the machinery 
has become obsolescent : thus a Gas Engine may cost £150. We 
will assume that the owner has claimed no allowance for wear and 
tear, but that at the end of 15 years it is worn out and worth only 
£10 as scrap iron. Assume that a new Gas Engine can now be 
purchased for £120 to replace the old one. Presumably an allow- 
ance of £110 would be made for such replacement. 

Personally we cannot think that a trader would particularly 
benefit by following this plan. It might be that he would cease 
business, and thus if he made no replacement, there would be no 
allowance. Further, some of the Commissioners, in addition to 
allowing wear and tear annually, also allow as a deduction from the 
profits of the year so much of the cost of substituting new apparatus 
in place of equipment that has become obsolete as is equivalent to 
the value to which the apparatus has been written down as the 
results of the annual allowance made on it for depreciation. In 
short, the manufacturer would be wise to claim wear and tear 
annually, and then claim replacement of such written down sum, 
when he makes his new substitution. 


3. Bad Debts.—For such debts as shall be proved to the satisfac- 
tion of the Commissioners to be bad debts, deductions are permitted. 
We have advised the student not only to provide for actual bad 
debts accrued, but also to provide a reserve for future bad and 
doubtful debts. The Commissioners do not usually permit deduc- 
tions for future contingencies of this kind although doubtful debts 
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are to be valued (16 & 17, Vict. c. 34, s. 50), and in exceptional 
cases some deductions may be allowed. 


4, Deductions are permitted for Losses connected with or arising 
out of the Trade.—The trader should give notice in writing to the 
surveyor of taxes, and apply to either the General or Special Com- 
missioners for the district within six months after the year of 
assessment, for an adjustment of his liability by reason of the loss ; 
also for average losses under contracts of insurance, and deduction 
is allowed for the actual amount of loss after adjustment. 


5. For the Rent of Premises used exclusively for Business 
Purposes.—Where the trader is also the owner, the allowance 
must not exceed the assessment under Schedule A. 


6. For a proportion not exceeding two-thirds of the rent of a 
dwelling-house used partly for the purposes of business. 


7. Losses on other Trades.—Where the trader carries on two or 
more distinct businesses, the loss sustained in any one of the 
concerns may be set off against the profit of any other concern ; but 
this does not apply to speculations outside the business, ¢.g. if the 
trader made a statutory profit of £1,000 per annum in his business, 
and. lost £500 by a speculation on the Stock Exchange, a deduction 
would not be allowed for this latter loss. 


8. Clergymen and Ministers of Religion when they use a part of 
their houses mainly for the purposes of their duties may be allowed 
a deduction in respect of one-eighth of the rent. 


9. Life Insurance Premiums and Payment for Deferred Annuities. 
—-We now come to the consideration of a deduction which is not 
special to Schedule D. The annual premium paid by a taxpayer 
for an insurance on his own life or on that of his wife, or for any 
deferred annuity on his life or on that of his wife, or as a provision 
for his children after his death, made with any Insurance Company 
existing on November Ist, 1844, or registered under the Joint 
Stock Companies Acts, or legally established in any British posses- 
sion, or lawfully carrying on business in Great Britain or Ireland, 
or with any Friendly Society legally established under the Friendly 
Societies Acts, or with the National Debt Commissioners, may be 
allowed an abatement by way of deduction from his gross income. 

The allowance for such annual premium does not extend beyond 
one-sixth of the whole profits and gains of the person ; nor shall 
such abatement entitle any person to claim total exemption or any 
relief on the ground of his income being thereby reduced below the 
limit for the time being of income for exemption or abatement as 
the case may be: thus, assume that a man’s income is £420 per 
annum, and that his Life Insurance Premium is £40 per annum ; 
he is not allowed in the first instance to deduct the £40, as this 
would bring his income below £400, and entitle him to an abate- 
ment of £160; but he is merely entitled to his own proper abate- 
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ment of £150, and a deduction of the premium of £40 is then 
made. 

Claims on account of any Life Insurance Premiums paid may be 
made for three years back by filling up the proper form obtainable 
at Inland Revenue Offices. Premiums for Accident Insurances are 
not generally allowed, except when such Policies cover the risk of 
death. 

No Deductions are allowed in the undermentioned cases.— 

(1) For Repairs beyond the average mentioned above. 

(2) For Losses not connected with trade. 

(3) Nor for Capital withdrawn, nor for Capital employed in the 
trade, or expended in the improvement of the premises. Nor for 
any interest on Capital, nor for annual interest on annuities or 
other annual payments, made out of the profits or gains for the 
year, nor for Royalties or other sums paid for the user of patents. 

The interest on a partner’s capital is really part of the profits of 
the business, and the Inland Revenue Authorities would take no 
note of such allocation. The necessary adjustment would need to 
be made between the partners themselves in the respective partners’ 
Current Accounts. Similarly if a firm paid an annuity to the 
widow of a late partner, or paid royalties or other sums to the 
owners of patents, the firm itself would have the right of making 
the deduction from Income Tax when making these payments 
direct. 'The Commissioners of Inland Revenue would treat these 
allocations of profits as part and parcel of the total profits for the 
year, and leave the owners of the business to-make such allocations 
of tax themselves. 

(4) Nor for the expense of maintenance of the parties, their 
families or establishments, nor for salaries paid to partners, nor for 
losses recoverable under an insurance or contract of indemnity, nor 
for Income Tax itself ; nor for premiums for Life Insurance nor for 
wear and tear of machinery or plant beyond the allowances men- 
tioned above. 


SUPER TAX ON INCOMES OVER £5,000.—In 
addition to the Income Tax charged at the rate of 1s. 2d., 
the Finance Act 1910, in respect of the income of any 
individual whose income from all sources exceeds £5,000, 
introduced an additional duty of Income Tax (called a 
Super Tax), at the rate of 6d. for every £ of the excess 
income over £3,000 per annum. 


EXEMPTIONS OF INCOMES UNDER £160—If a 
person’s income from all sources does not exceed £160, he 
shall be exempt from the payment of Income Tax, and if 
he has already paid, shall be entitled to be repaid the 
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duty, except so much of it as he may be entitled to charge 
against other persons. Such a person, however, must fill 
up the usual assessment form when required to do so, in 
order to prove that his income is below £160. This 
exemption applies to persons charged as individuals, and 
does not include bodies of persons whether unincorporated 
or incorporated, except the usual exemptions appertaining 
to Charitable Institutions, Friendly Societies (whether 
registered or unregistered), etc. 


ABATEMENTS WHERE THE INCOME TAX DOES 
NOT EXCEED £700.—Any individual who, having been 
assessed to Income Tax or having paid Income Tax either 
by deduction or otherwise, proves that his total income 
from all sources, although exceeding £160 does not exceed 
£700, shall be entitled to relief from Income Tax equal :— 


(a) If his income does not exceed £400, to the amount 
of the Income Tax upon £160; and 

(b) If his total income exceeds £400, and does not 
exceed £500, to the amount of the Income Tax 
upon £150; and 

(c) If his total income exceeds £500, and does not 
exceed £600, to the amount of the Income Tax 
upon £120; and 

(d) If his total income exceeds £600, and does not 
exceed £700, to the amount of the Income Tax 
upon £70, and such relief shall be given either 
by reduction of the Assessment, or by repayment 
of the excess which has been paid, or by both of 
these means, as the case may require. 


RELIEF IN RESPECT OF CHILDREN .—An individual 
whose income from all sources, although exceeding £160, 
does not exceed £500, and who has a legitimate child or 
children (including step-child) living and under the age 
of 16 years, at the beginning of the year for which the 
Income Tax is charged, shall be entitled in respect of every 
such child to relief from Income Tax for £10 (Finance 
Act 1910, s. 26). 
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MARRIED WOMEN.—The income of a married woman 
living with her husband ig deemed to be the husband’s 
income, and must be added to his return and taxed in his 
name; an abatement can only be claimed upon the joint 
income ; but where the wife earns income independently of 
her husband by means of her own personal labour and 
where the total joint income thus earned does not exceed 
£500, the profit earned by the wife may be treated as a 
separate income, and exceptions or abatements may be 
allowed both on the husband’s income and on the wife’s. 
It is necessary that there should be no connection between 
the business of the husband and that of the wife, e.g. where 
a School Master and School Mistress were paid a joint 
salary, no separation of income was allowed; but where 
they work in separate schools, or independently of each 
other, the income may be treated apart. 


RELIEF IN RESPECT OF EARNED INCOME.— 
Prior to 1907 the Income Tax Acts made no distinction 
between earned and unearned income; but the Finance 
Act 1907 introduced a reduced rate of taxation in respect 
of earned income, and enacted that any individual who 
proves that his income from all sources does not exceed 
£2,000, and that any part of that income is earned income, 
is entitled to pay Income Tax on the earned portion of 
his income at the lower rate of 9d. in the £. The Finance 
Act 1910 extended this relief to an individual whose total 
income from all sources exceeds £2,000 and does not exceed 
£3,000, and permits such an individual to pay on his earned 
income at the rate of ls. in the £. Persons who desire 
relief under either of these Acts must make a return before 
September 30th in the year for which the Tax is charged. 

The dividends accruing from Joint Stock Companies are 
treated as unearned income. This causes a hardship in the 
case of “private Limited Companies” where the share- 
holders are few and generally work in the business ; conse- 
quently in such cases it is becoming the fashion to dis- 
tribute considerable portions of the profits in the form of 
salaries, directors’ commissions, etc., in order to secure the 
advantage of the lower rate. 
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The Finance Act 1907, s. 19 (7), defines earned income as 
follows :— 


(a) Income arising in respect of any office of profit held by the 
individual, or in respect of any pension, superannuation, deferred 
pay or compensation for loss of oftice in respect of the past services 
of the individual, or of the husband or parent of the individual in 
any employment of profit, and 

(b) Income from property which forms part of the emoluments of 
any office: and 

(c) Income (charged under Schedules B or D) immediately derived 
by the individual from the exercise by him of his profession, trade 
or vocation, either as an individual, or in the case of a partnership, 
as a partner personally acting therein. 


MODE OF ASSESSMENT ON APPEAL.—Taxpayers 
usually receive forms from assessors of taxes, about the 
month of May, and are required to return them (in some 
cases to the assessors and in others to surveyors of taxes) 
within a stated period, usually 21 days. The assessors do 
not make the assessment, but simply collect the returns. 
The management of the Income ‘'ax is under the Board 
of Inland Revenue, and the principal officials engaged 
therein are known as Surveyors of taxes: there is a superior 
rank known as Inspectors. Assessments, however, are made 
by Commissioners, and these Commissioners are of two, or 
rather three types, viz. :— 

(1) Special Commissioners at Somerset House (paid 
Government Officials). 

(2) District Commissioners (local influential gentlemen, 
appointed for a district and without remuneration). The 
assessment of profits and gains under Schedule D is made, 
not by assessors, but by additional Commissioners chosen 
by the General Commissioners. If a taxpayer is dissatis- 
fied by the proposed assessment, his wisest plan is to seek 
a personal interview with the surveyor of taxes, when a 
satisfactory settlement will generally be obtained. Failing 
such satisfaction, the taxpayer has a right of appeal to either 
of the bodies of Commissioners mentioned above, except 
when the appeal is merely for exemption or abatement by 
reason of the income being below £160, or £700. Such 
appeals are made to the General or District Commissioners 
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only. Failing a special request, the appeal is to the General 
Commissioners. On the appeal the appellant may employ 
a barrister or solicitor to plead on his behalf, or the Com- 
missioners may hear a professional accountant elucidate 
the accounts. 

The decisions of the Commissioners upon questions of 
fact are conclusive, but either the appellant or surveyor of 
taxes may notify the clerk of the Commissioners (if dis- 
satisfied that the decision has been wrong in point of Law), 
by notice in writing to state and sign a case for the opinion 
of the High Court. The High Court may reverse, affirm 
or amend the determination, or remit the matter to the 
Commissioners. An appeal may lie from the High Court 
to the Court of Appeal, and thence to the House of Lords. 

The fact that a case is pending before the High Court 
does not interfere with the payment of Income Tax. If 
too much has been paid, the excess will be repaid with 
interest : if too little, it will be treated as arrears. 

Repayments under Schedule D must be claimed within 
three years next after the year of the assessment to which 
the claim relates. ‘There are a few minor matters to be 
discussed before we finish this Lesson. 


EMPLOYERS AND EMPLOYED.—Every employer, when re- 
quired to do so by notice from an assessor, shall make a return of 
the names, residences and payments made to the persons employed 
by him, except those who are not employed in any other employ- 
ment and whose remuneration for the year does not exceed £160. 


NON-RESIDENTS.—Two remarks are necessary in regard to non- 
residents in the United Kingdom :— 


(1) In regard to their taxable income from the United Kingdom, 
no exemption, abatement or relief which depends wholly or partially 
on the total income of an individual from all sources shall be given. 
Exceptions are allowed in the case of people employed in the service 
of the Crown, missionaries, and persons resident in the Isle of Man 
or Channel Islands, or resident abroad for the sake of health. Such 
people shall be entitled to the same exemptions or abatements to 
which they would have been entitled if they were resident in the 
United Kingdom. 


(2) But Income Tax is not payable in respect of the interest or 
dividends of any securities of Foreign State or British Possession 
payable in the United Kingdom, where the person owning the 
securities and entitled to the interest is not resident in the United 
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Kingdom. London is the great banking centre of the world. Many 
foreign corporations and business houses pay their dividends in 
London, and it would be grossly unfair (say) to deduct Income Tax 
from the dividend warrant of an Amsterdam citizen on his Brazilian 
bonds, the interest of which was payable at the house of Messrs. 
N. M. Rothchild’s and Sons, New Court, London, E.C. 


DIMINISHING OR LOST CAPITAL.—We have already noticed 
that, except in the case of wear and tear, losses of capital are not 
permissible against the profits assessable for Income Tax. Some of 
the decisions of the Court on this matter may strike the reader as 
very harsh: thus a claim for a loss of capital caused by the aban- 
donment of part of a business, and the removal of the machinery 
elsewhere was disallowed. 

A Company upon removing to new works was disallowed the cost 
of the removal of the stock and plant to the new premises. A 
Shipping Company who had a ship only partially insured by the 
underwriters, accepted itself the remainder of the risk, and set 
aside to an Insurance Fund out of its annual profits (after deduction 
of Income Tax) the premiums which would have been paid to under- 
writers for undertaking such risk, claimed on the loss of the ship 
to deduct the amount which the Company had to transfer from such 
Insurance Fund to meet the loss incurred. This claim was dis- 
allowed. 

Deductions are not allowed for payments which form part of the 
consideration for the acquisition of the business: nor in respect of 
a bonus paid for borrowed capital: nor in respect of interest paid 
for short loans from bankers for the purpose of buying for cash. 
Nor for sums paid for commission and the cost of raising debentures : 
nor for the preliminary expense incurred upon the formation of a 
Limited Company, except such minor amounts as have been expended 
in the purchase of the Company's Books of Account, or the Seal of 
the Company. Nor in respect of part of the profits set aside as a 
Reserve Fund. 

There is one case where the surveyors of taxes will make an ex- 
ception and allow banker’s interest to be deducted, and that is in _ 
the case of interest or discount paid in discounting Bills and on 
overdrafts. In such cases the bankers charge the interest in the 
customers pass books, and the taxpayer has no opportunity of de- 
ducting Income Tax. Similarly in the case of Deposit Accounts, 
bankers credit or pay interest, and therefore the tax-payer must 
include such interest in his returns. The Inland Revenue Authori- 
ties have not been able as yet to bring bankers into line in regard to 
the payment of interest on deposits, and in this case are unable to 
apply their principle of collecting the Tax at its source. 

Charges incurred in improving the trade property are made 
against capital, and will not be allowed to be deducted. “If a 
man is so improvident as not to insure his premises or goods, 
and they are destroyed by fire and he has to replace them, he can- 
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net charge the cost of replacement against income” (Lord McLaren 
in Granite Supply Association v. Kitton). 

The annual wastage in the yalue of a leasehold is held to be a 
capital loss. Instalments written off the life of patents or off the 
cost of sinking pit shafts, and annual amounts written off goodwill 
are not allowed to be deducted. Nor are voluntary subscriptions 
to Charitable Institutions usually allowed ; although contributions 
to a Hospital where the taxpayer’s workmen are treated are some- 
times permitted. It need hardly be said that money spent in edu- 
cating a man for his profession is treated as capital outlay, and 
although the prudent man would regard that capital as evanescent 
in character and not treat it as an item in his Balance Sheet, yet no 
deduction for this purpose would be allowed by the Inland Revenue 
Authorities. 

On the other hand the premiums on the issue of new shares are 
treated as ‘* Capital” profit and are not taxable. Nor are voluntary 
gifts ; hence if the reader is fortunate enough to receive a Christmas 
present, he need not include it in his annual return for Income Tax 
purposes. Nor need he include the profit made on a speculation 
outside his business, e¢.g., a successful Stock Exchange deal ; but if he 
habitually deals on the Stock Exchange he will be taxable on his 
annual profits. It is difficult to define ‘habitual’ in such connec- 
tion: thus a professional bookmaker is a man who habitually specu- 
lets, and his vocation comes within the Act and he is taxable on his 
profits. 


PARTNERS.—In respect of any trade or profession 
carried on by two or more partners jointly, the annual 
statement should be made jointly and in one sum, and 
separately from any other income owned by the same 
partners. The return should usually be signed by the 
senior partner; no si es statements are now allowed in 
any case of partnership, except for the purposes of the 
partners separately claiming an exemption or abatement, 
that is, although the partners are not separately assessed, 
yet they have a right to be separately treated for the pur- 
pose indicated. 

Obviously the apportionment of Income Tax as between 
partners is a matter meriting the careful attention of the 
Bookkeeper, and the Income Tax, when paid, should be 
apportioned between the partners and charged to their 
Current or Drawing Accounts, and not debited in one lump 
sum to the P. and L. Account. If this latter plan were 
adopted and one partner was entitled to an abatement, 
whereas another partner’s income was above the statutory 
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limit, obviously the partner who was entitled to the abate- 
ment would be paying more than his fair share, if the 
whole Tax was simply debited to P. and L. Account. 


EXERCISE 57. 


1. Give a list of the allowances from Income Tax to which a 
trader is entitled who is returning his profits under Schedule D. 
Also state what expenses usually charged to a trader’s P. and L. 
A/c. will not be allowed by the Commissioners. 

(Midland Counties, Advanced.) 


2. The undermentioned items appeared in the annual accounts of 
a Limited Company. State briefly how they should be treated, 
when preparing the Company’s return under Schedule D for 
Income Tax purposes. 


(a) 5% reserve on total Sundry Debtors as a provision for Bad 
and Doubtful debts. 


(b) Interest received on deposit account with the Dresdner 
Bank, Old Broad Street, E.C. 
(c) Premiums received on an issue of new shares. 
(d) Loss by embezzlement by one of the Company’s travellers. 
(Royal Society of Arts, Accounting and Banking.) 


3. In preparing accounts for the Surveyor of Taxes showing 
profits taxable under Schedule D, how would you deal with the 
undermentioned items ?— 

(a) Bank Interest, 

(6) Defalcation by Cashier, 

(c) Depreciation of Land and Buildings, 
(ad) Fire Insurance, 

(e) Partners’ Salaries, 

(f) Interest on Capital, 

(g) Rents from Cottage Property, 


(hk) Premium on Leasehold. 
(Lanes. and Cheshire Union, Advanced.) 


4, Richard Robson is in business as a manufacturing engineer, 
and his profits, as agreed with the surveyor of taxes, were as 
follows :— 


Year ended December 31st, 1907 whe £4,550 
» 50 L908 3 £4,260 
” ‘p sr L909 te £3,980 


Ps kod yotoweldyy, te 188,095 
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R. Robson also earned the following income during the same 
period ;— 


1908, Professional feés ... tes ais £150 
1909, Director’s fees (no tax deducted)... £200 
1910, aE 5 o bs £300 


R. Robson also enjoyed the income from investments (all of 
which was taxed at its source) amounting to £900 p.a. gross. 

Robson’s life was insured in a British office, the annual premium 
amounting to £100. 

Mrs. R. Robson possessed private income amounting to £650 
gross p.a. throughout the above period: all this income was also 
taxed at its source. 

Give R. Robson’s Income Tax Return, Schedule D, for the year 
ending April 5th, 1912, and state the amount of tax for which he is 
liable. 

(London Chamber of Commerce, Senior.) 


5. C. and D. carry on business in partnership. The following are 
the particulars of the firm’s profits for the three years ending 1908 :— 


1906. - 1907. 1908. 
£ £ £ 
Share of Net Profits—C., two-thirds ... 1,200 1,300 1,100 


Share of Net Profits—D., one-third ... 600 650 550 
Salary—C. Ne B 5c Bat PPZO0 200 200 
Salary—D. rhs Be ih soured: 400 400 
Interest on Capital—C. ea ie et 350 400 450 
Interest on Capital—D. a en 150 200 250 
Depreciation allowed ... ae serene SUD 900 900 
Income Tax, Schedule D re ah 130 140 140 


From above figures prepare a return showing the liability of each 
partner for the year 1909-10 for Income Tax Assessment, as re- 
quired by Surveyor of Taxes. 

(Incorporated Accountants, Intermediate. ) 


6. A., B., C., and D. are partners, and their profits for the three 
years ending December 31, 1906, are as follows :— 


Sn peta cs 
For the year 1904 ... ee Ast 3,090 0 0 
For the year 1905 ... Os Wes 3,500 0 0 
For the year 1906 ... my a 2,150 0 0 


shared in the proportions of A. two-fifths, B. three-tenths, 0. one- 
fifth, and D. one-tenth. The Capital of each is £6,000, £4,000, 
£3,000, and £2,000 respectively, 5 per cent. interest on which has 
been charged against each year’s profit and loss. 

A. has an interest in another business producing to him an income 
of £500 a year ; B. has income from investments producing £190 a 
year, in respect of which tax has been deducted, and pays £50 a 
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oe life insurance premium ; C. has no income outside the business, 
ut his wife has an income from investments of £30 a year; and D. 
has no outside income, but his wife has a business bringing in £200 
a year. 

Prepare the Income Tax Return, showing the amounts the indi- 
vidual partners would have to pay upon the year 1907-8. 


(Chartered Accountants, /inal.) 


ANSWERS TO EXERCISE 57. 


. 2 (ad) and No. 3 (b).—Losses of this nature, if they arise out of 


the ordinary transactions of the firm, are usually allowed. 


. 4.Robson’s taxable income, £5,038 6s. 8d. Having paid on 


£900 at 1s. 2d., he is liable on £4,138 6s. 8d. at ls. 2d. in the 
£, and for Super-tax at 6d. on £2,038 6s. 8d. 


, 5.—The firm’s liability is on £2,100; three-fifths being charged 


to C., and two-fifths to D. Apparently wholly ‘‘earned” in- 
come: rate 9d. in the £. 


6.—A.’s taxable income, £2,033 6s. 8d., apparently all 
‘‘earned,” but under the legislation in force in 1907-8 taxable 
at full rate. 

B.’s taxable income is £1,265. He has already paid on £190, 
and is liable therefore on £1,075, Jess abatement on £50 for 
premium. 

C.’s taxable income is £796 13s. 4d. : having paid on £30, he 
is liable on £766 13s. 4d. 

D.’s taxable income is £608 6s. 8d.: he is entitled to an 
abatement of £70, and is thus liable on £538 6s. 8d. 


LESSON XV. 
THE ACCOUNTS OF JOINT STOCK COMPANIES. 


Tur ordinary business transactions of Joint Stock Com- 
panies present no special difficulties to the ordinary book- 
keeper, and in fact their record does not differ from the 
entries which would commonly be made if the business were 
carried on by a private individual. 

Certain additional books must, however, be kept in order 
to show a full record of information relating to the Share 
Capital, Debentures, and so forth. These we shall explain 
in detail later in the present lesson. 

The three principal classes of Companies are as follows :-— 


1. Companies incorporated by Act of Parliament. 
2. Companies incorporated by Royal Charter. 
3. Companies incorporated under the Companies Acts. 


Companies are also occasionally incorporated by letters 
patent. 

The word “ Company” frequently forms part of the 
name of firms which are simply partnerships or even single 
individuals, e.g. Humber Hosiery Company, Simpson & Co. 

With the first two classes we shall deal very briefly in 
this work and shall confine the greater part of our attention 
to the third class. 


COMPANIES INCORPORATED BY SPECIAL ACT OF 
PARLIAMENT.—These are usually formed for the execu- 
tion of very large undertakings, where it is necessary to 
obtain powers which could not readily be obtained other- 
wise, e.g. closing up roads and streets, diverting streams, 
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laying piping in public streets, obtaining land by com- 
pulsory purchase. This is the usual mode of incorporating 
Railway Companies, Canal Companies, Dock Companies, 
Gas Companies, Water Companies. 


COMPANIES INCORPORATED BY ROYAL CHAR.- 
TER.—Owing to the delay and expense involved in 
obtaining a Royal Charter this method is seldom resorted 
to now. The East India Company was incorporated in 
this way as early as 1600. The Hudson’s Bay Company is 
a well-known example still in existence, and was formed in 
1670, while the British South Africa Company formed in 
1889 is one of the more recent instances. 


COMPANIES INCORPORATED UNDER THE COM- 
PANIES ACTS 1862 to 1907, AND UNDER THE 
COMPANIES CONSOLIDATION ACT 1908. — With 
the progress of exploration, commerce, and industry the 
advantages of co-operation began to be realised. Large 
undertakings frequently required more capital than could 
be provided by individuals or partnership firms, and it was 
found that small capitalists were glad to invest part of 
their savings in business undertakings in order to obtain 
the higher rate of interest which such concerns were likely 
to yield. Incorporation by Royal Charter or Special Act 
of Parliament was too costly and cumbersome for many 
purposes, and the practice arose of forming unincorporated 
companies with capital divided into transferable shares and 
managed by a Board of Directors elected by the share- 
holders. 

It was desirable that a Company should have a con- 
tinuous existence unaffected by the death or bankruptcy of 
its members. The transferability of the shares and the 
principle of management by a board of directors afforded 
facilities for the attainment of this object. 

For some time these Companies occupied a precarious 
position in the eyes of the law, but in 1844 an Act was 
passed providing for registration of Companies. ‘The Act 
of 1862, however, was the foundation of Limited Company 
enterprise as we know it to-day. Various amending Acts 
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have since been passed, and the Companies (Consolidation) 
Act 1908 is now the principal Act governing Joint Stock 
Companies. < 

Under the Act of 1862 it was provided that any Company, 
Association or Partnership consisting of more than ten 
persons formed for carrying on the business of banking 
must be registered as a Company under the Act (unless 
formed in pursuance of one of the other recognised 
methods). 

In the case of Companies carrying on any other business 
for the acquisition of gain the limit is twenty persons. 

Until the Act of 1907 was passed, any seven or more 
persons could forma Company. This still apples, but now 
Private Companies may be formed and may consist of not 
less than two nor more than fifty persons (exclusive of 
shareholders in the employ of the Company). For the legal 
definition of “ Private Company ” see p. 288. 

Companies may be registered with or without limited 
hability. It is, however, very unusual for Companies to be 
registered with unlimited liability, and we shall confine our 
attention to the former class, which are spoken of as 
Limited Companies. 

Limited Companies, again, may be divided into two 
classes :— 


Companies “limited by Shares.” 
Companies “ limited by Guarantee.” 


In the case of a Company limited by Shares the liability 
of shareholders is limited to the amount, if any, unpaid on 
the shares respectively held by them. 

In the case of a Company limited by guarantee the 
liability of shareholders is limited to such amount as the 
members respectively undertake to contribute to the assets 
in the event of the Company being wound up. 

Ordinary partners in a firm are liable to the full extent 
of their means for the debts of the firm, and members of 
unlimited Companies are in much the same position. As a 
result of this the formation of Limited Companies and the 
conversion of private concerns into Limited Companies have 
proceeded by leaps and bounds. 
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On the formation of a Company a document called a 
Memorandum of Association must be signed by seven or 
more (or in the case of Private Companies two or more) 
persons who desire to form the Company. 

The Memorandum of Association of a Company limited 
by Shares must state :— 


1. The name of the Company with “ Limited” as the 
last word in its name. 

2. Whether the registered office is in England, Scot- 
land or Ireland. 

3. The objects of the Company. 

4, That the liability of the members is limited. 

5. The amount of Share Capital with which it is pro- 
posed that the Company be registered, and the 
division thereof into Shares of a fixed amount. 


The members signing the Memorandum must state 
opposite their names the number of shares they are each 
. prepared to take. It is customary to sign for one share 
each, though the subscribers may intend taking many more, 
and, furthermore, it is unusual for more than seven 
subscribers to sign the Memorandum and Articles of Asso- 
ciation, no matter how many shareholders it is expected 
there will be. 

The Memorandum of Association of a Company Limited 
by Guarantee must state :— 


1. Same as for a Company limited by Shares. 


2. Ditto. 
By Ditto. 
A, Ditto. 


5. The amount which each-member agrees to contribute 
in the event of winding up while he is a member 
or within one year after he ceases to be a 
member. 

6. If the Company has a Share Capital it must be 
stated, together with the division thereof into 
Shares, and each Subscriber must subscribe for 
not less than one Share. 
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Companies are usually registered with Articles of Asso- 
ciation. These are the regulations which govern the 
internal management of a™ company’s affairs. Amongst 
other matters dealt with are the provisions relating to 
Calls on Shares, Meetings of Shareholders and the pro- 
ceedings thereat, method of calling meetings, appointment, 
powers, duties, and remuneration of Directors, borrowing 
powers of the Company, regulations as to keeping proper 
accounts and the audit of same, disposal of profits, pro- 
vision of Depreciation and Reserve Funds, payment of 
dividends, and winding-up of the Company. 

The Memorandum and Articles of Association are bound 
together in the form of a deed, and the Secretary should 
not neglect to make himself familiar with the contents of 
this document and should refer to it for guidance when 
any doubtful points arise. 

Companies registered without Articles of Association are 
governed by the provisions of “ Table A ” in the Companies 
(Consolidation) Act 1908. 

Limited Companies may be Public Companies or Private ° 
Companies. 

A Private Company isa company which by its articles :— 

(a) Restricts the right to transfer Shares. 
(6) Limits the number of its members (exclusive of 
persep in the employment of the Company) to 
ty. 
(c) Prohibits any invitation to the public to subscribe 
for any Shares or Debentures of the Company. 


The provisions for registration as a Private Limited 
Company were made in the Act of 1907, and are very con- 
venient for small companies which do not desire to give 
publicity to their affairs. This form of Company too is 
very useful to those who, having businesses, are desirous of 
limiting their own liability or granting shares in their 
undertakings to members of their own families or to their 
employees. 

In the case of a new Public Company, one of the first 
steps after the Memorandum and Articles of Asso- 
ciation have been prepared is to issue a Prospectus. 
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This is an invitation or advertisement issued in order 
to procure applications from persons willing to take up 
shares. This is not an absolute necessity, but usually 
takes place unless the capital is subscribed almost entirely 
by friends of the promoters of the Company. 

The prospectus contains particulars of the Shares pro- 
posed to be issued, contents of the Memorandum, names 
and addresses of vendors and amount to be paid in cash, 
Shares or Debentures for any property to be purchased, 
specifying the amount payable for Goodwill, the amount 
or estimated amount of Preliminary Expenses, and various 
other matters in accordance with Section 81 of the Com- 
panies (Consolidation) Act 1908. 

Where the Company is being formed to take over an 
existing business the Prospectus almost always includes a 
Chartered Accountant’s certificate stating the amount of 
profits for some period, say three years, or five years prior 
to the formation of the Company. Upon these figures the 
promoters base their estimate of the dividend likely to be 
paid on the Share Capital of the Company. The Buildings, 
Plant, Machinery, Fixtures and Fittings, Stock in Trade, 
and other property to be taken over are usually valued by 
an independent valuer and his certificate also appears in 
the prospectus. 

Prospectuses are usually accompanied by “ Forms of 
Application” to be filled in by intending Shareholders. 
A specimen will be found on page 330. 


Before proceeding to consider the various books and 
entries necessitated by the formation of a private business 
into a Limited Company, it will be necessary for us to 
explain clearly the various terms used in connection 
with Share Capital and the distinction between different 
classes of Shares of which the Share Capital may be com- 

osed. 
; The various terms applied to the Share Capital of a 
Company are somewhat mysterious to those who have but 
little knowledge of Limited Companies, and therefore the 
distinctions explained below should be thoroughly grasped 
by the student :— 


IO IE IR, ABE 19 
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Authorised Capital. the capital which a Company 
Registered Capital. is authorised to issue. 


Capital Subscribed. ) The total face value of the Shares 
Capital Issued. applied for and allotted. 


Called-up Capital. The amount which the Share- 
holders have been duly called 
upon to pay (including the 
amount agreed to be considered 
as paid). 

Paid-up Capital. The amount of cash actually paid 
on the Capital Issued or agreed 
to be considered as paid. 


Uncalled Capital. The difference between the Capital 
Subscribed and the Capital 
called up. i 

Loan Capital. This is not capital in the same 
sense as the foregomg. The 
term is applied to Borrowed 
Capital. 


Nominal Capital. These terms are used to describe 


Ezxample—The Riskall Fire Insurance Company, Ltd., 
registers with a Nominal Capital of £3,000,000. It issues 
£2,000,000 Capital, divided into 100,000 Ordinary Shares 
of £20 each. During the early part of its existence a 
total amount of £1 per Share is “called up.” The Called- 
up Capital is £100,000. Some shareholders are dilatory 
in paying calls and at the end of the first year of the 
Company’s existence there may be only £90,000 Paid-up 
Capital. The Uncalled Capital is £1,900,000 The Share- 
holders are liable to pay this in response to Calls which 
may be made in accordance with the Company’s Articles 
of Association. For Form of Call Notice, see p. 333. This 
Uncalled Capital forms a valuable security to insurers, and 
will probably be advertised as such by the Company. 

If the Company obtained £50,000 on Debentures, 
Mortgages or Loans it might be termed Loan Capital. 
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Shares, as we have already indicated, may be divided 
into several classes. Different classes of Shareholders 
possess different rights in accordance with such provisions 
as may have been made in the Articles of Association. 


Preference Shares may be preferential as to dividend or 
as to Capital, or both: that is to say, in distributing the 
profits of the Company the Preference Shareholders usually 
receive a fixed rate of dividend, and the balance of profit 
remaining (if any) may then be distributed as dividend to 
the Ordinary Shareholders. In this case the Preference 
Shares are preferential as to dividend. The Ordinary 
Shareholders may thus get a much lower rate of dividend 
than the Preference Shareholders. On the other hand, the 
“Ordinary Dividend” may in a “good” year be much 
higher than the “ Preference Dividend.” 


If the Profits in any year are sufficient only to pay part 
of the Preference Dividend the Preference Shareholders in 
many companies can claim to be paid the balance out of the 
profits of subsequent years. Preference Shares which are 
on this basis are called Cumulative. Shareholders whose 
Shares are preferential as to Capital are entitled (in the 
event of winding up the Company) to receive the amount 
of their Capital in full, if the assets are sufficient. The 
remainder may then be applied towards repayment of the 
Ordinary Share Capital. The Ordinary Shareholders thus 
bear any deficiency there may be, or receive the surplus, if 


any. 


Deferred Shares may be issued under various conditions. 
Railway Companies have frequently a large number of 
stocks at various fixed rates of interest or dividend. The 
Deferred Stock receives its dividend out of the remainder 
of the profit, and may get very high dividends in good 
years, and may receive no dividend whatever in a series of 


bad years. 


Founders’ Shares are issued sometimes to the Vendors 
im part payment of the purchase price of the undertaking. 
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Their rights may be various, e.g. they may take a fixed 
proportion of the profits, or, may be entitled to a certain 
dividend before other shareholders receive anything; or 
may receive the balance of profit or a part thereof after the 
other shareholders have received stipulated dividends. 

Stock to which we referred above differs somewhat from 
Shares, while it is of the same general nature. The prin- 
cipal points of difference are :— 


1. Stock is fully paid up, whereas Shares are not neces- 
sarily so. 


2. Shares have their distinctive numbers, but this does 
not apply to Stocks. 


3. Stock may be divided and transferred in stated mul- 
tiples, or in any required amounts ; whereas Shares 
cannot be divided into fractional parts. 


Let us now assume that Messrs. Crimson and Lake have 
for some years carried on a successful business as paint 
manufacturers. They require additional capital for the 
purpose of extending their premises and purchasing addi- 
tional machinery, and providing further working capital 
for the extension of their business. 

If their accounts have not previously been regularly 
audited they will probably call in a professional Accoun- 
tant. Independent valuers will also be called in to value 
the Land and Buildings, Plant and Machinery, Fixtures 
and Fittings, and Stock in Trade. 'The Accountant, on 
completion of his investigation, finds their Balance Sheet, 
as on 3lst May, 1910, to be as follows :— 
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The Profits for the three years ending 3lst May, 1910, are :— 


£) 8.—d. ‘ 
POS Se 7 for_year ending 3lst May, 1908. 
2,906 10 9 Ss a 3 1909. 
Bio4D) ono a5 “ 3 1910. 
£9, 012 3 7 


The amount to the aie for Goodwill is fixed at £9,000, and the 
business is to be taken over as on 3lst May, 1910. By means of 
the additional Capital it is proposed to pay Creditors more promptly 
in order to save discounts, and to pay off Wantit’s loan and the 
bank’s overdraft. The following estimate of the capital required is 
therefore prepared, viz. :— 


eh Eb wel: 
Crimson’s Capital... 500 uss) 053008 10 i 
Lake’s ae 37500 se Onwel, 
Wantit’s loan to be reprid eee 025 ONO 
Bank overdraft ,, So) 2068 58 9 
Bills Payable to be paid off mie Syl00. O00 
Sundry Creditors to be reduced (say) 2,000 0 O 
Goodwill of Business 9,000 0 O 
Additional property to be purchased 5,000 0 O 
£44,589 3 11 
BPs. ds 


To provide this 7 is decided to issue 44% Mestasee 
Debentures se - 10,000 0 0 

These shall, subject to the existing Mort age, 

be secured by a floating charge on all the Com- 

pany’s Assets and undertaking, present and 

future. 

3,000 Cumulative 6% Preference Shares of £5 each 15,000 0 O 

25,000 Ordinary Shares of £1 each mies be ee, up 
to 16s. per share) ... - 20,000 0 0 


£45, 000 0 0 
a 

Also 10,000 Ordinary Shares are to remain unissued for the present. 
The Vendors will receive in satisfaction of the Purchase price :— 


Ee ee 

1,500 Preference Shares allotted as fully paid neal en 000! (ORO 
20, 000 Ordinary % ca OR: pes share paid 16,000 0 0 
Debentures... a . < 15500' 0 0 

Cash ... ee Aid te ate oe ake L30713y 2 


£25,730 13 2 
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The Debentures are payable 10% on Application, 90% on Allot- 
ment ; Preference Shares are payable £1 per share on Application, 
£2 per share on Allotment, and the balance by two Calls of £1 each, 
payable respectively two and four months after Allotment. 

Ordinary Shares 5s. per share on Application, 6s. per share on 
Allotment. First Call of 2s. 6d. per share two months after Allot- 
ment ; second Call of 2s. 6d. per share four months after Allotment. 
The balance of 4s. per share to be called up as and when required, 
but not less than twelve months after Allotment. 


Applications when filled in by the applicants are forwarded by 
them to the Company’s Bankers, together with the amounts 
payable on application, as stipulated in the prospectus. The 
Bankers are requested to keep separate accounts and Bank Pass 
Books for the Debentures and Share Capital. 


The Secretary must obtain from the Bankers the forms of appli 
cation which have been sent in, check them off with the Bank Pass 
Book to see that the amounts due on application have been duly 
paid and credited therein, and keep them in the same order as the 
Bank Pass Book entries. They should be numbered consecutively. 


The Application Forms should be carefully examined to see that 
they are all in order and complete in every respect. This is 
important, for they are the documents by which the Shareholders 
bind themselves to pay the Calls on the Shares when due. 


The Applications should then be entered in an ‘‘ Applications and 
Allotments Book.” A form suitable for large companies will be 
found on Inset I, (after page 330), but for small companies the 
following can be conveniently used :— 


“syIvMay 
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jo 
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jo ovq jo stequny 
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sareyg 


JO “ON 
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The Applications and Allotments Book is placed before 
the Directors and they decide how many Shares shall be 
allotted to each applicant and whether any applications 
shall be refused. ‘Their decision is recorded in the Minute 
Book of the Company and the Chairman of the meeting 
signs the Applications and Allotments Book at foot of the 
list of applications dealt with. 

The next step is to send out “ Letters of Allotment” to 
those who have been allotted shares. Shareholders fre- 
quently pay the Application and Allotment money when 
making application for Shares, e.g. Samuel Riches pays 
£275 on applying for 500 Shares (Inset I.). Cases also 
occur where the Directors allot a smaller number of Shares 
than were applied for; in such cases the surplus amount 
remitted is retained towards the Allotment money. 

Allotment Letters and Bankers Receipt Forms may be 
in book form with printed counterfoils. Call Notices and 
Receipt Forms can sometimes be conveniently combined 
therewith. . Each form may then be detached at the per- 
forations as required. For form of Letter of Allotment, 
see Inset II. (after page 330). 

In the case of small companies where the foregoing form 
of Applications and Allotments Book is used it will be 
necessary to make lists, showing amounts due on allotment, 
first Call and second Call. 


Application ante Number of | Amount due on] First | Second 
Number. c Shares Allotted.| Allotment. Call. Call. 


This list or book may be ruled with date, cash and folio 
columns for the entry of the cash when received, or the 
amounts may be ticked off with the Cash Book entry. 

Where Capital is over-subscribed or where it is deemed 
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undesirable to allot Shares to certain individuals it becomes 
necesary to send a Letter of Regret, a form of which will 
be found on Inset IT. * 

Where an applicant for Shares is a minor, or is known 
to be inan unsatisfactory financial position, it is usually 
undesirable to allot Shares to him, otherwise the Company 
may be unable to obtain payment of the Calls. 

We will now proceed to consider the entries which must 
be made in the books of the Company. The following 
books must be kept. 1. Minute Book. 2. Register of 
Members. 3. Register of Mortgages. 4. Annual List and 
Summary. 5. Register of Directors and Managers. 


1. Minute Book.—In this must be entered minutes of all 
proceedings of general meetings and (where there are 
Directors or Managers) minutes of their meetings. It is 
a frequent custom to keep a Shareholders’ Minute Book 
for minutes of Shareholders’ Meetings, and a Directors’ 
Minute Book for minutes of Directors’ Meetings. The 
minutes are usuaily entered in a Rough Minute Book as 
the meeting proceeds and afterwards carefully entered in 
the Minute Book itself. At the following meeting the 
minutes are read over and approved and signed by the 
Chairman. The minutes are then legal evidence of the 
proceedings of the meeting. The Secretary of the Com- 
pany should be careful to make any book entries which 
may be necessary to give cffect to resolutions recorded in 
the minutes, e.g. Debts to be written off or reserved; 
amounts to be written off for Depreciation, transferred to 
Reserve, ete. 


2. The Register of Members must show the names, 
addresses and occupations of the members, number of 
shares held by each, distinctive numbers of shares, and the 
amount paid or agreed to be considered as paid thereon, 
the date when each person was entered in the register of 
members and date when any person ceased to be a member. 
(See ruling on Inset IIT.) 

A Register of Transfers is usually (in the case of small 
companies) bound in the same book with the register of 
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members. Where many transfers of Shares take place it 
will be necessary to have a separate book. (See ruling on 
Inset IV.) 


3. The Register of Mortgages must contain all mort- 
gages and charges specifically affecting property of the 
Company, giving a short description of the property mort- 
gaged or charged, the amount of the mortgage or charge 
and the names of the mortgagees or persons entitled to the 
charge. 

Debentures containing a specific charge on the property 
of the Company must be inclosed in the Register of 
Mortgages, but not those containing only a floating charge. 
Where such Debentures are payable to bearer the names 
of the persons entitled need not be specified. 

A Register of Debentures should be kept if Debentures 
have been issued. Although the Act does not definitely 
state that a Register of Debentures (other than the 
Register of Mortgages) shall be kept, yet Sect. 102 pro- 
vides that subject to certain restrictions every Register of 
Debentures shall be kept open to the inspection of Deben- 
ture holders and Shareholders. 


4 An Annual List and Summary containing the Share- 
holders’ names, addresses, and particulars of Share 
Capital must be made up to the fourteenth day after the 
first or only ordinary general meeting in the year. 

This must be made up within seven days after the four- 
teenth day above mentioned and must be contained in a 
separate part of the Register of Members. It must, in 
addition to the above particulars, show the names and 
addresses of the directors, the total amount of debt due by 
the Company in respect of mortgages and charges and 
(unless it is a private company) a statement in the form of 
a Balance Sheet, audited by the Company’s auditors. 

A copy of the Annual List and Summary must be sent 
to the Registrar of Joint Stock Companies. 


5. The Register of Directors or Managers must con- 
tain names, addresses, and occupations, and the Secretary 
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must send a copy to the Registrar and notify him of any 
changes. ‘ , 

Opening the Books of the Company.—lIt will be neces- 
sary for the Secretary to obtain the agreement containing 
the contract under which the Company acquires the 
business and property from the original proprietors. 

This is known as the Vendor's Agreement. From it he 
will obtain particulars of the Assets acquired and Lia- 
bilities taken over and method of payment of the purchase 
price, whether in cash, shares, or both. 

He will then make Journal Entries debiting the various 
appropriate accounts with the assets and crediting the 
Vendors with same. 

The Liabilities will be credited to appropriate accounts 
and debited to the Vendors. ’ 

It frequently happens that the books of the Vendor 
firm are handed over to and continued by the New Com- 
pany. In this case some of the Journal entries will be 
“one-sided” and cannot be posted, as the balances of 
which they are composed are already standing in the books 
taken over. We shall assume that the Debtors’ Ledger 
and Creditors’ Ledger will be continued in this fashion 
and that a new Impersonal Ledger will be opened for the 
other items. 

Assuming that all the Shares and Debentures offered 
have been subscribed for, the Journal Entries will be as 
follows :— 


1910. 

May |31| Sundries. Dr. Ao tek | hae £ alle 
To Vendors’ Account Or.| 1 54139] 2 | 0 
Freehold Land and 

Buildings _... ... {12} 6000] 0} O 
Plant and Machinery... |13|| 2256/10] 0 
Fixtures and Fittings |14|| 537] 6! 0 
Office Furniture pS Ta sy) a) 
Stock in Trade... ... |16]| 9763/16] 0 
Sundry Debtors (gross) 

per Debtor’s Ledger 

taken over from Ven- 

dors ... is Ped Vv || 16579| 16} 6 
Bills Receivable Base WEI eee sii 6t7/ 


1910. 
May (31 


May |31 


June)30) 


count ale 8 
Shares and Debentures 
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Unexpired Insurance... | 18 
Telephone Rent paid 

inadvance ... 19 
Rates paid in advance | 20 
Cash in hand CHBS|| ead 
Reserve for Discount 

on Creditors ome! 
Goodwill aoe 22 


Sundry Assets as per 
Vendors’ Agreement. 


Vendors eae Be ie 
To Sundries Cr. 
Mortgage on Freehold 
Land and Buildings | 23 
Interest on ditto to 
date 24 
Sundry Creditors (gross) 
Per Creditors’ Led- 
ger taken over from 


‘Vendors ise ea Vv 
Bills Payable ... 25 
Humber Bank, Ltd. 26 
W. E. Wantit Loan ... |27 


Interest on ditto to date | 28 
Reserve for Doubtful 
Debts .. a 29 
Reserve for Packages 30 
Reserve for Discount 
on Debtors ... 21 
Sundry Liabilities, as 
per Vendors’ Agree- 
ment. 


Vendors ee a ara. Ah 
To Ordinary Share 
Capital Account ...Cr. 
To Preference Share 
Capital Account —...Cr. 
To Debentures Ace 
Cr. 


Fe WwW WH 


allotted in part pay- 
ment of purchase price 
as per resolution of 
Directors passed this 
day in accordance with 
Vendors’ Agreement. 


STOCK COMPANIES. 


: i 
Re) 


ri 

Slit 

@ 17 
31 


251 
9000 


28408 


25000 


8. 


10 


£ 


16000 
7500 
1500 


301 


302 


1910. 
June | 30 


June | 30 


June | 30 


Aug. | 31 
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. 

Application and .Allot- 
ment Account (Ordi- 
nary Shares) eer 
To Share Capital Ac- 
count (Ordinary) ...Cr. 

5,000 Ordinary Shares 
allotted this day as 
per resolution of Di- 
rectors, 5/- per Share 
payable on Applica- 
tion and 6/- per Share 
on Allotment. 


Application and Allot- 
ment Account (Pre- 


To Share Capital Ac- 


1,500 Preference Shares 
allotted this day, as 
per resolution of 
Directors, £1 per 
Share payable on 
Application and £2 
per Share on Allot- 
ment. 


Application and Allot- 
ment Account (De- 


To Debentures Ac- 


4% per cent. Mortgage 
Debentures allotted 
this day as per reso- 
lution of Directors. 


First Call Account 
To Share Capital Ac- 

First call of 2/6 per 
share, due this day 
on 5,000 Ordinary 
Shares. 


First Call Account 


ference Shares) ...Dr. 


count (Preference) Cr. 


bentures) rs Dr. 


count ... Cr, 


(Ordinary Shares) Dr. 


count (Ordinary) Cr. 


(Preference Shares) Dr. 


or 


lene 
2750 |0 | 0 
4500 |0 | 0 
8500 |0 | 0 
625 |0 | 0 
1500 |0 | 0 


£ ERIN 
2750 | 0) 0 
4500 | 0/0 
8500 | 0 | 0 
625 | 0/0 
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1910. 


Aug. 


Oct. 


Oct. 


Nov. 


31 


31 


28 


To Share Capital Ac- 


count (Preference) Cr. 


First. call of £1 per 
Share, due this day 
on 1 500 Preference 
Shares. 


Second Call Account 


(Ordinary Shares) Dr. 


To Share Capital Ac- 


count (Ordinary) Cr. 


Second call of 2/6 per 
Share, due this day 
on 5,000 Ordinary 
Shares. 


Second Call Account 


(Preference Shares) Dr. 


To Share Capital Ac- 


count (Preference) C7. 


Second call of £1 per 
Share, due this day 
on 1,500 Preference 
Shares. 


Ordinary Share Capital 


Account was Dr. 
ToSundries ... Cr. 
First Call Account 


(Ordinary Shares) 

Second Call Account 
(Ordinary Shares) 

Forfeited Shares Ac- 
count . 

AR Harduppe’s ‘Shares 
forfeited this day as 
per resolution of 
Directors : 

500 Shares, 11/- 
per Share 
paid ... coon ePID 

First and Second 

Callsunpaid... £125 

£400 


10 


11] 


10 
31 


£ 


1500 


400 


8. 


d. £ 
| 1500 
0 
625 
0 
1500 
| 
0 
62 
62 
275 


2 es 
0| 0 
0| 0 
0| 0 
10| 0 
10} 0 
0} 0 
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of allottees. Where the Shares are allotted otherwise than 
for cash there must be filed, in addition to the return of 
allotments, a contract in writing, constituting the title 
of the allottee to the allotment, together with the contract 
of sale or for services or other consideration in respect of 
which the allotment is made. 

The separate amounts received on application, allotment, 
First Call, Second Call, ete., are posted to the Accounts of 
the Shareholders in the Register of Members or Share 
Ledger. This would appear at first sight to be a double 
posting, for we have said that the totals are to be posted 
to the Applications and Allotment Account, The Share 
Ledger is, however, treated as a statistical book, and does 
not enter into the financial part of the books, that is to 
say, the Trial Balance will be drawn without reference to 
it. Occasionally, however, cases will be met with of small 
companies which do not open a Share Capital Account, 
and the cash is credited direct to the Share Ledger. This 
involves making a list of Share Capital from the Share 
Ledger before the Trial Balance can be taken out. This 
is obviously inconvenient where there are many share- 
holders. 

Share Certificates should be completed as goon as 
possible after the Shares have been allotted and before 
the Stock Exchange Special Settlement of the Shares. 
They are bound in book form with Counterfoils on which 
short particulars of the respective Certificates are entered. 
Certificates for different classes of Shares should be of 
different colours in order that they may be easily 
distinguished. In the case of Companies applying for 
a Stock Exchange quotation the form of Share Certificate 
must be approved by the Committee of the Stock 
Exchange. 

Section 92 of the Act of 1908 provides that within two 
months after any allotment of Shares, Debentures, or 
Debenture Stock, or registration of transfer, every Company 
shall have Certificates completed and ready for delivery. 

Notice should be given to the Shareholders that’ the 
Certificates are ready, and will be forwarded in exchange 
for the deposit receipt, allotment letter, and call receipts 
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Gf any). It is advisable to send printed receipt fornis 
with the share certificates, requesting the shareholders to 
sign and return them in acknowledgment of safe arrival 
of the certificates. A form of Share Certificate will be 
found on p. 332. 

Calls remaining unpaid after the due date are described 
as Calls in Arrear, and are shown in the Balance Sheet 
as a deduction from the amount of capital called up 
(see p. 319). 

The Articles of Association of a Company usually pro- 
vide that shares on which the calls are in arrear may be 
Forfeited. In such cases care should be taken that due 
notice is given to the Shareholder in compliance with the 
Articles. The provisions of the Articles as to forfeiture 
must be strictly observed. Any failure to do so may 
render the Forfeiture void. 

The amounts already paid on the Shares Forfeited 
become the property of the Company, and should be 
treated as a kind of Reserve Fund, and shown separately 
in the Balance Sheet. They should not be included in 
the Profit and Loss Account. 

At the time of Forfeiture of the Shares there is of 
course a debit balance standing in the Call Account 
representing the Calls in Arrear. The Share Capital 
Account includes the full amount called on the Shares 
issued. Share Capital Account must therefore be reduced 
by the amount paid and by the unpaid calls on the Shares. 

A Journal Entry illustrating this will be found on p. 303. 


BORROWING POWERS.—Companies can borrow 
money in any manner in which an individual can do so, 
but the most general method is by means of Debentures. 
Debentures or Debenture Bonds are deeds given under 
seal acknowledging the Company’s indebtedness, and 
undertaking to pay interest at a fixed rate. The interest 
is payable whether any profit is made by the Company or 
not. The Debenture holders are not Shareholders or 
Members of the Company, but have simply lent money 
to the Company. Security is usually (but not always) 
given by a Company to its Debenture Holders, and the 

PLB. LL. 21 
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nature of the security is stated on the Debenture itself. 
Debentures may be secured on the real property (7.e. land 
and buildings) of the,Company or on all or any part of 
its undertaking aud assets or Uncalled Capital. 

When so secured they are spoken of as Mortgage 
Debentures. 

Debentures or Debenture Bonds are transferable in 
their entirety in the same way as Shares. Debentures to 
Bearer are transferable by mere delivery. 

Frequently Companies issue a Debenture Trust Deed to 
Trustees. ‘his conveys some or all of the Company’s 
property to them by way of security for repayment of an 
issue of Debenture Stock, and certificates are issued to the 
individuals who take it up. 

Debenture Stock may be transferred in fractional parts 
or multiples of some stated amount, e.g. if I hold Deben- 
ture Stock for £100 I may sell and transfer £70, but if 
I hold a Debenture Bond for £100 I must sell and transfer 
the whole amount of the Bond if I wish to sell. 

It is the duty of Debenture Trustees to look after the 
interests of the Debenture Stock Holders, and they usually 
receive from the Company a fee in consideration of the 
responsibility undertaken by them. If the Company is 
making away with the property on which the Debentures 
are secured, or if the interest is not paid at the stipulated 
time, it may be necessary for the Trustees to take steps for 
the recovery of the principal and interest by the appoint- 
ment of a Receiver, who will take possession of the Assets 
on which the Debentures are secured, and realise them for 
the benefit of the Debenture Holders until sufficient is 
obtained to pay the amount due and the Receiver’s costs 
and charges. 

Debentures may be issued at a Premium or at a 
Discount. The term Premium will be explained later in 
connection with Shares. _When Debentures are issued at 
a Discount the Company issuing them receives less than 
their face value ; thus for £100 Debenture it may receive 
£95. The difference of £5 is the Discount. The Company 
will be lable to repay £100 and to pay interest on £100. 

The Discount, together with any Brokerage (7.e. Com- 
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mission paid to Stockbrokers for getting individuals to 
take up Debentures), are frequently treated as an Asset 
and written off by annual instalments. 

_ Debentures may be Redeemable or Irredeemable. That 
1s to say, a date may be fixed for their repayment, or they 
may be permanent, as in the case of many Railway Com- 
panies’ Debenture Stocks. Where Debentures are issued 
at a Discount, the Discount, Brokerage, ete., should be 
written off by equal annual instalments spread over the 
term of years for which the Debentures are issued, or 
sooner if the finances of the Company will permit. 

In connection with an issue of Debentures, or any other 
borrowing by the Company, it is extremely important to 
see that the provisions of the Memorandum and Articles 
of Association are complied with. 

Frequently a limit is fixed to the amount which may be 
borrowed, e.g. it may be limited to one-half or two-thirds 
of the Share Capital paid up or it may be necessary for 
the Directors to obtain the consent of a General Meeting 
of Shareholders. 


Transfers of Shares are made on forms of which an 
example is found on page 331. Frequently a form is in- 
cluded in the Articles of Association, but there is so little 
variation in the forms in use that almost any Shares may 
be transferred by means of forms obtainable from com- 
mercial stationers. 


Preliminary Expenses.—Included in this term are :— 


1. The cost of preparing the Memorandum and Articles 
of Association of the Company and cost of print- 
ing the same. 


2. The cost of preparing, printing, circulating, and 
advertising the Prospectus. 


8. Counsel’s, Solicitor’s, and Accountant’s charges in 
connection with the formation of the Company, 
stamp duty, and other expenses of transfer of any 
property which the Company was formed to 
acquire, also stamps and fees in connection with 
registration of the Company. 
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4. Brokerage payable in connection with the issue 
of Shares and Debentures, provided any such 
payment is within the powers of the Company. - 


5. Cost of allotmertt letters, stamps on same, call 
notices, cost of Share and Debenture Certificates, 
Share and Debenture Registers, Register of 
Transfers, Seal, and other expenses in connection 
with the formation of the Company and issue of 
its Capital. 


It often happens that the promoters or vendors under- 
take to pay the Preliminary Expenses up to a certain stage 
in the formation of the Company, e.g. up to and including 
the issue of the Prospectus, or up to and including allot- 
ment. It is wisest for them to discharge their own 
obligations direct, but companies often as a matter of 
convenience to the vendors pay some of the items which 
should be discharged by the latter. 

In this case they must be debited to the vendors, and 
the amount of the cheque in payment of the balance of 
purchase price must be reduced accordingly. 

Tt would be unfair to charge the whole of the Pre- 
liminary Expenses against the first year’s trading, and it 
has therefore become the custom to treat it as an Asset 
in the Balance Sheet. It is of course unrealisable and is 
written off by annual instalments spread over the first few 
years of the Company’s existence, e.g. three or five years. 


STATUTORY MEETING.—Hvery Company limited by 
shares must within a period of not less than one month nor 
more than three months from the date it is entitled to com- 
mence business (the registrar of companies issues a certifi- 
cate of this date) hold a general meeting of the members. 
This is called the Statutory Meeting. 

At least seven days before such meeting a report must 
be sent to the members stating, amongst other things, the 
particulars of the total number of shares allotted, and cash 
received in respect of shares and debentures and of pay- 
ments made thereout, particulars of the balance remaining 
and an account or estimate of the preliminary expenses of 
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the Company. It is therefore nécessary that these par- 
ticulars should be kept up to date and readily obtainable 
from the books of the Company. 

Space does not admit of our going more fully into this 
matter. 

Appropriate forms can be obtained for this and many 
other purposes from Company Registration Agents or 
Stationers. 

In the case of established companies making a further 
issue of Shares or Debentures a Premium is often demanded. 
Thus we will assume that Messrs. Crimson & Lake, Ltd., 
at some future time decide to issue additional Preference 
Shares and their existing Shares are “ quoted ”’ on the Stock 
Exchange at 27/6 each. They are said to be ata Premium. 
The Company decide to offer the additional shares at a 
Premium. Whatever Premium is received for the new 
shares becomes the property of the Company. Owing to 
the issue of additional shares, the Stock Exchange quota- 
tion may fall somewhat below 27/6. It would be unwise 
therefore to issue the Shares at 27/6, because the public 
would not take them up at that price if they could buy 
them for less on the Stock Exchange. 

The price of issue is therefore fixed at 25/- in the hope 
that the public may take them up. The Premiums are 
placed to the credit of Share Premium Account, but 
although they are, in a certain sense, profit, they should not 
be used for payment of dividends, but should be shown in 
the Balance Sheet as “Share Premium Account” and 
treated asa kind of Reserve Fund. Similarly it is prudent 
to carry the premium obtained when Debentures are issued 
at a premium to a Reserve Fund, rather than divide such 
premium as profit. 


DIVIDENDS.—As the reader will have already gathered, 
the Profits of a Company are not added to the Capital 
Account as would probably be the case in a private busi- 
ness. The Profit for the year is added to the balance of 
Profit and Loss Account brought forward from the previous 
year and appears on the Liabilities side of the Balance 
Sheet, and from the sum of these two amounts is deducted 
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any “Interim Dividend” which may have been paid. The 
balance then represents, in many cases, the “ amount, 
available for dividend.” ie In other cases, however, the 
amount is subject tq deduction of items for Directors’ 
Fees, Depreciation, Transfer to Reserve Fund, etc., recom- 
mended in the Directors’ Report for the approval of the 
Shareholders (see below). An estimate is formed of the 
amount of dividend it is possible or prudent to pay to the 
Shareholders. This takes the form of a percentage upon 
paid-up Capital. If, however, the Articles are silent as to 
the distribution of profit, or state that the Dividend shall 
be distributed amongst Shareholders “in proportion to 
their Shares,” the Dividend will be payable on the nominal 
amount of the shares, not on the amount paid up. 

Dividends will not be paid upon Calls inarrear. On the 
other hand, it is usually stipulated in the Prospectus and 
Articles of Association that the Company shall charge 
Interest thereon at a fixed rate, say 5 per cent. 

The Directors make a report embodying their recom- 
mendations as to payment of Dividend, amount to be trans- 
ferred to Reserve Fund, balance to be carried forward to 
the following year’s accounts, etc. The Dividend is ap- 
proved at the Annual Meeting of Shareholders (who have 
usually power under the Articles to declare a smaller but 
not a larger Dividend than that recommended by the 
Directors). See p. 334 for Form of Dividend Warrant. 

Where the number of Shareholders or Debenture 
Holders is considerable, it is often found convenient to 
draw one cheque on the Current A/c. for the total amount 
of Dividend or Interest and pay it into a separate account, 
for which a special Pass Book will be obtained. 

The Dividend Warrants or Interest Cheques are then 
met out of this fund. When this system is adopted it is 
easy to-see at a glance what amount of Dividend Warrants 
or Interest Cheques are unpresented and the Current A/c. 
Pass Book can be agreed with the Cash Book without the 
labour of making up a long list of unpresented Warrants 
and Cheques. 

In cases where Interest is charged or allowed on the daily 
balances of the Current A/c., the loss of Interest caused 


THE ACCOUNTS OF JOINT STOCK COMPANIES, 327 


through the money lying dead ina separate account until 
the warrants are presented is usually so small that it is far 
outweighed by the convenience of the method. 

Separate Accounts may be opened for the different 
classes of Dividends and Interest where the number of 
items is very great. 

Interest on Calls paid in Advance. Where Calls are 
paid before the due date Interest is usually paid on them 
at a rate fixed by the Articles, and Dividends will be cal- 
culated from the due date only. 


Interim Dividends.—The directors usually have power to 
pay such “Interim Dividends” as may appear to them 
justified by the profits of the Company. Interim Dividends 
are those paid before the Annual Accounts are made up 
and the profit for the year ascertained. They are usually 
paid at the half-year end, and are really payments: on 
account of the prospective Dividend for the year. 

Dividends are often declared “Free of Income Tax.” 
Where no special mention is made of this the Income Tax 
should always be deducted at the rate or average of the 
rates in force during the period for which the dividend is 
declared. ; 


A Dividend of 10 per cent. (Free of Income Tax) on 
£10,000 would be £1,000. 

A Dividend of 10 per cent. (less Income Tax at 1/2 in 
the £) on £10,000 would be £941 18s. 4d. 


Income Tax should always be deducted from Debenture 
Interest. 

Companies should not, as a rule, bear the tax on 
Directors’ and Debenture Trustees’ Fees. If the tax is 
assessed on the Company, it should be deducted from the 
Fees before they are paid. 

In view, however, of the several rates of Income Tax 
now in force, viz. 9d., 1/-, and 1/2 in the &, it is more 
satisfactory if it can be arranged for the Assessments to 
be made on the Directors themselves, so that it. will be 
unnecessary for the Company to make inquiries as to the 
proper rates at which the Directors’ Income ‘l'ax should be 
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charged. If it is desired to make the Fees payable “ Free 
of Income Tax” the resolution for payment should be 
worded accordingly. In such a case the Company would 
pay the tax and not deduct it when paying the Fees. 

If the Fees are fixed bysthe Articles of Association and 
the latter do not definitely state that the Fees are to be 
Free of Tax, then the 'l'ax must be borne by the Directors. 

The ordinary law of Income Tax is generally speaking 
applicable to Companies. ‘The system of abatements on in. 
comes under £700 does not, of course, apply. Individual 
Shareholders who come within the abatement limit may, of 
course, claim upon the Inland Revenue authorities for repay- 
ment of tax deducted from their dividends by the Company. 


SHARES AND DEBENTURES CONTRASTED.—The 


Student should fix these points in his memory :— 


(a) Debentures may be issued for cash or other assets : 
when Shares are issued in consideration of assets other than 
cash, an agreement containing the consideration must be 
filed with the Registrar of Joint Stock Companies. 

(6) Both Shares and Debentures may be issued at a 
premium, and it is wise in both cases to carry such premium 
to a reserve fund rather than treat it ag surplus and divi- 
sible profit. 

(c) Debentures may be issued ata discount: Shares must 
not be issued at a discount. 


(d) The interest on Debentures must be paid, whether 
the Company has earned sufficient profit for this purpose 
or not; but Dividends on Shares must not be paid out of 
capital even if the Memorandum or Articles of Association 
wuthorise such a payment, as it would be in fact a reduc- 
tion of capital. 

Where Shares of a Company are issued to defray the 
expenses of the construction of works which cannot be 
profitable for a long period (e.g. the construction of a new 
Railway), the Act of 1908 does permit the Company to 
pay interest on such Shares out of capital, if the sanction 
of the Board of Trade has been obtained and the Articles 
or a Special Resolution permits such payment. ‘The pay. 
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ment must only be for the period allowed by the Board of 
Trade, and the rate of interest must not exceed 4 per cent. 
per annum. 


WINDING UP OF COMPANIES.—Itis impossible within 
the limits at our disposal to treat fully on Company Liqui- 
dation Accounts. We may refer the reader to Gore- 
Browne’s Hand-book on Joint Stock Companies for infor- 
mation on such a difficult topic. We have seen that a 
Receiver on behalf of the Debenture holders may be 
appointed when their interest falls into arrears, or if the 
Directors are doing away with the assets secured by the 
Debenture Bonds. When a Company is wound up a 
Liquidator is appointed, and frequently the office of Liqui- 
dator and Receiver is combined in the same person. Such 
liquidation may be either voluntary or compulsory: when 
it is voluntary a large discretion is allowed to the Liqui- 
dator in regard to the form of his accounts and the realisa- 
tion of the assets; but when the liquidation is compulsory, 
the accounts must be in a prescribed form and a copy 
filed with the Court. Briefly his task consists in realising 
the assets and, where there are secured Debentures, in 
paying— 

(1) The costs of getting in the assets secured by the 
Debentures. 

(2) The amounts due under the Debentures. 

(3) The costs of Liquidation. 

(4) Debts having priority over others. 

(5) Unsecured Creditors. 

If there is any balance after these payments, the Share- 


holders (Preferred, Ordinary, and Deferred) will be paid 
according to their respective priorities and rights. 


MBER Bank, Liitep, Threadneedle Street, Hull, or 


one of their Branches. 


This Sheet should be sent Ent1Rx, with deposit of 5/- per Share, to Tar Hu 
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CRIMSON & LAKE, LIMITED. 


Form of Application for Ordinary Shares. 


To the Directors of 
Crimson & Laks, Limirep. 
GENTLEMEN, 

Having paid to the Company’s Bankers the sum of £25, being 
a deposit of Five Shillings per Share on application for 100 
Ordinary Shares of £1 each in the above named Company, I request 
you to allot me that number of Ordinary Shares upon the tecms 
of the Company’s Prospectus, and I agree to accept the same, 
or any smaller number that may be allotted to me and I agree 
to pay the amount due on allotment and the further instalments 
as provided by and at the dates specified in the said Prospectus, 
and I authorise you to register me as the holder of the said Ordinary 
Shares. 


Name (in full) : (Mr.) William Sayver. 
at, See Mr., Mrs. ov Miss » 
| Please Address (in full) : 16 New Cross Street, Hull. 
| doles Description : Oil Manufacturer. 
distinctly. 


Signature : W. Sayver. 
Date : 27th June, 19... 


All Cheques to be made payable to the Company’s Bankers. A separate Cheque 
should accompany each separate Application. 


Bankers’ Receipt. 


Receiven this Twenty-seventh day of June, 19.., from William 
Sayver, Esq., the sum of Twenty-five pounds, being a deposit of 5]- 
per Share on One Hundred Ordinary Shares of £1 each in the above- 
named Company. 

STAMP 
. THOMAS | if £2 


LEE 3s OE 20 sit ae | COUNM 


This Receipt, when returned from the Bankers, to be preserved by the Applicant 
for exchange in due course for Share Certificate ‘ 


° 


APPL 


a s . - Pie e 
ss 3 Applicant's Ae Sus a 
g8| $3 )——_____________|ig | 33 | £3 |: 
aa) £E wat] a |) 2s | 
a ee Name. Address, | Occupation. RO c| st 
£ Is./d. 
LOR Brought | forward 26100 1525 24200 
261 | June 27 | Sayver, 16 New Cross | Oil Manu- 100}1]| 25 100 
William Street, Hull | facturer 
262 | June 27 | Dawson, Yorkshire Chartered 2000/1]! 50 200 
Wilfrid John| Penny Bank | Accountant 
Buildings, 
Hull 
263 | June 27 | Riches, Stockville Gentleman 500} 11] 275 500 
Samuel ‘House, The 
Park, Hull 
264 | June 27 | Strawman, Wanderers’ | Commission 100}2/| 25 
Uriah Hotel, Hull | Agent 
27000 1900 25000 


Memo, :— 20000 al 


5000 al: 


25000 


—————s 


Memo. :—The above ruling 1 
Different parts of + 


ICATIONS AND ALLOTMENTS BOOK AND GALL LIST. | 


(ORDINARY SHARES.) 


MBER Bank, Limirep, Threadneedle Street, Hull, or 


a eas: eg q : 
Distinctive : a 2.28 ols : ; ‘ . 
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FORM OF SHARE TRANSFER. 


I, Henry Barter, of 10 St. John Street, Hull, 
Im- Tobacconist 


Hee In *consideration of the sum of Five pounds Ten 
ey) shillings paid by William Sayver, of 16, New Cross 
Street, Hull, Oil Manufacturer 


hereinafter called the said Transferee, Do hereby 
bargain, sell, assign and transfer to the said Transferee 
Ten Ordinary Shares of One pound each (Eleven 
shillings per Share paid) numbered 23021 to 23030 
inclusive . d 


of and in the undertaking called 
Crimson & Lake, Limited 


Z'o hold unto the said Transferee his Executors, Ad- 
ministrators, and Assigns, subject to the several 
conditions on which J held the same immediately 
before the execution hereof ; and J the said Transferee 
do hereby agree to accept and take the said Shares, 
subject to the conditions aforesaid, 

As Witness our Hands and Seals, this Twentieth 
day of August in the Year of our Lord One Thousand 
Nine Hundred and ....... 


Signed, sealed, and delivered by the 
above-named Henry Barter, in the 
presence of 

Witness’s ) John Smith, 


Signature, 10 Waterhouse Lane, Henry Barter. Ca 


ao Hull. 
= 1 
Profession Clerk. | 


Signed, sealed, and delivered by the 
above-named William Sayver in the 
presence of 

Witness’s ) Thomas Deedes, 


Signature, 294 St. George’s Road, William Sayver. 
ee Hull. 
Profession Solicitor’s Clerk. 


* The consideration money set forth in a Transfer may differ from that which the 
first seller may receive, owing to sub-sales by the original buyer; and the Stamp 
Act requires that in such cases the consideration money paid by the sub-purchaser 
shall be the one inserted in the deed as relating to the ad yalorem duty,— 
55 Guoroe III., cap. 184, 
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Ordinary Share Certificate. No. 240. 


CRIMSON & LAKE, LIMITED. 


Incorporated under the Companies (Consolidation) Act, 1908. 


CariraL £50,000, divided into 


3,000 Cumulative Six per cent. Preference Shares of £5 each. 
35,000 Ordinary Shares of £1 each. 


This is to Certify that WinitaAmM Sayver, of 16 New Cross Street, 
Hull, is the Registered Proprietor of One hundred Ordinary Shares 
of £1 each numbered 24201 to 24300 inclusive in Crimson and Lake, 
Limited, subject to the Memorandum and Artieles of Association 
of the said Company and that there has been paid up in respect of 
each of such Shares the sui of Eleven shillings. 


Given under the Common Seal of the said Company 
the 29th day of July, 19.. 


H. Crimson, | 


1 JoINDEM, J Directors, 


Freperick Jonson, Secretary. 


This Certificate must accompany any Transfer of these Shares 
lodged at the Company’s Office for Registration. 


Memo. :-—— 


Where the Share Certificate is issued before the Shares are 
fully paid (as in this case) it is necessary to endorse the 
back of the Certificate with a memorandum of subsequent 
payments.’ 
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Call Notice. No. 238. 


CRIMSON & LAKE, LIMITED. 


Notice of First Call of 2/6 per share on Ordinary Shares 
(making 13/6 per share called up). 


Registered Office :— 
Dock Street, Hull. 
31st July, 19., 
Dear Srp, 

I have to inform you that at a meeting of the Directors 
held this day it was resolved that a Call of 2/6 per Share be made 
on the Ordinary Shares of this Company in accordance with the 
terms of the Prospectus, payable on 31st August. I have therefore 
to request that you will, on or before that date, remit to the 
Company’s Bankers the sum of £12 10s., being the amount of the 
said Call in respect of the 100 Shares registered in your name. 


Yours truly, 
FREDERICK JOHNSON, 


ed by the amount payable. 


2 Secretary. 

8 To William Sayver, Esq., 

8 16, New Cross Street, 

3 Hull. 

8 ne we ce enc ecnnccnnascecccecenscecscsensencesecaesacsnenceccasensecesccsensees eres scncsesenesresseos cues ssecereocenscsseesseseesececescorseenareeeeerasaseeesseetaceceseusseees 
5 CRIMSON & LAKE, LIMITED. No. 238. 


81st August, 19.. 


RecetveD from William Sayver, Lsq., the sum of Twelve pounds 
Ten shillings, being the amount of First Call of 2/6 per Share duz 
31st August, 1910, on 100 Ordinary Shares in the above Company. 


This form should be sent entire to the Humber Bank Limited, Threadneedle Street, Hull, or one of their 


Stamp if 
WILLIAM £2 KNOTES, 
or over 


Cashier. 
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Dividend Notice and Warrant. 


CRIMSON & LAK, LIMITED. 
No. ° “ 
Hull. 15th January, 1911. 
Sir, 

I beg to hand you annexed a Warrant, being Interim 
Dividend at the rate of 5 % per annum on the 100 Ordinary Shares 
registered in your name, for the half-year ended 30th November, 
1910 sa stip ae ion awe sts bp tte 

Less Income Tax at 1/2 in the £ 


£ 


I hereby certify that the Income Tax deducted above has been, 
or will be, paid by me to the proper Officer for the Receipt of Taxes. 


Lam, yours faithfully, 


FREDERICK JOHNSON, Secretary. 
To William Sayver, Esq. 


The Shareholder should retain this form which will be accepted by the Inland 
Revenue Authorities in support of claims for repayment of Income Tax. 


CRIMSON & LAKE, LIMITED. 


Interim Dividend Warrant. 


Hull. 15th January, 1911. 


Messrs. The Humber Bank Limited, Hull. egogea 
Pay William Sayver, Esq., Bias 
Pounds, Shillings and Pence, barat 
being Interim Dividend for the half-year ended 30th 
November, 1910. 


FREDERICK JOHNSON, Secretury 
£ 


Proprietor’s Signature 


We have given the ordinary form of Dividend Notice and 
Warrant, but in cases where the Dividend is payable on the Paid- 
up Capital it would be necessary in the first year’s or half-year’s 
Divideiid Notices to provide space in order to show the amounts of 
Dividend calculated from the respective dates of payment of the 
various amounts of Capital paid up. 
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EXERCISE 58. 


(This test was the principal exercise at the NavtonaL UNION oF 
TEACHERS’ ADVANCED Examination, 1911.) 

From the following statement make out Trading Account, Profit 
and Loss Account, and Balance Sheet for the Motor Manufacturing 
Company, Limited, for the year ending 3lst December, 1910. 

Write off the whole of Preliminary Expenses and depreciate 
Piant and Machinery, Office Furniture, Patterns and Patents at a 
‘uniform rate of 74 per cent. per annum. 

Add £2,000 to the Sinking Fund for redemption of Debentures, 
and leave the Reserve for Bad and Doubtful Debts at 5 per cent. on 
Sundry Debtors. 

Stock on hand at the above date was taken at £10,087. 


Nominal Capital 80,000 Shares of £1 each.. £80,000 
Subscribed eae: 60, 000 Shares of £1 each fully called 60,000 
Calls in Arrear . 1,000 
Freehold Pr emises “5A side dice si nh as 18,000 
Plant and Machinery ... ten ap By can ae 20,000 
Interim Dividend paid aR Ea se “i re 2,000 
Debentures, 5 per cent. ne Se see Ei ae 20,000 
Stock 31.12.09 ... oe ae eh a me =< 18,750 
Office Furniture ate fa sat ie sa airs 625 
Patterns... oe ee ave he We Hi ane 6,250 
Patents ... ats Kae au ee ar as aS 3,750 
Goodwill ae By #: oe ee kif $53 12,000 
Sundry Debtors ae aa ans 505 st = 37,500 
Sundry Creditors a Bc sa a wt a 16,800 
Cashin hand .. os ee ne a 150 
Cash at Bank—Current Account nA bbe site — 3,000 
Cash at Bank on deposit Pet bh sf 12,000 
Balance to Credit of Profit and Loss 1.1.10 nee ree 890 
Bills Payable ... : He ae 15,500 
Sales” ©... Me Pie a ae at = ... 122,000 
Purchases sad y a am ae of fe 62, 100 
Preliminary Expenses a SpE 400 
Sinking Fund for redemption. of Debentures ane i 8,000 


N.B.—This is represented by Tnv estments to an 
equal amount, and there is one year’s interest on them 
at 34 per cent. per annum due, but unpaid, at the date 
of making up these accounts. 


Manufacturing Wages cat ae ct i oe 30,000 


Repairs and Renewals Age i Si Bet a 1,300 
Coal ot ; “Ai ae a wh is. ae 2,225 
Gas and Water — Ses if ae <i Bs oe 175 
Rates, T'axes and Insurance — ee ads ay as 1,250 
Office Salaries ... ire “ee eae ae Ee - 1,000 


Travelling Expenses ... Se ee ais sit aa 1,325 
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General Expenses... ats J Sy dis eG £475 
Discounts allowed ive mee ee ae es ae 2,120 
Discounts received... ee Pad is + 5 bas te 1,780 
Directors’ Fees... i, gem a ane te sia 525 
Royalties paid ... me ane ae os Bet ae 450 
Interest on Bank Deposit... ‘ae ae tee 7 300 
Bad Debts Be Ric Aas a ab nee i 150 
Reserve for Bad and Doubtful Debts deh uf Ae 2,250 
Debenture Interest Be ae ae : 1,000 
ANSWER. 

£ Ba 1h 

S. Fund st Hie stad 10,000 0 O 

P. and L. er. a5 ar 6,170 12. 6 

Plant ... ase Bs age 18,500 O O 

Office Furniture... Bee 578 2 6 

Debtors (less Reserve) or 35,625 0 O 

Investments ... Ree ate 8,000 0 O 

Int. due S — aoe 280 0 0 

B/S. total... wae «. 127,470 2 6 


EXERCISE 59, 


(This Exercise was the chief test in the Royan Socimry or Arts, 
Grade 3 (Advanced) Exam. 1911.) 

The Patent Rice Food Co., Ltd., was registered as a Private 
Company in December 1909, with a nominal capital of £32,000, 
divided into 30,000 ordinary shares of £1 each, and 200 founders 
shares of £10 each. The latter shares were issued, as fully paid, to 
the inventor of the patent food, in consideration for the license 
granted by him to the Company for the sole right to manufacture 
under his patent. The inventor aud his friends subscribed for, 
and were allotted, 20,204 ordinary shares, upon which 12s, 6d. per 
share was called up. 

The Company started business on January Ist, 1910, and on 
September 30th, 1910, an interim dividend of 4 %, free of tax, was 
declared and paid on the paid-up portion of the ordinary shares. 

On December 31st, 1910, the Ledger balances of the ompany, in 
ee to those represented by the above transactions, were as 
ollows :— 


BALANCES OF LEDGER ACCOUNTS. 


Le Os 
Advertising... 5 Es fa ms rae .. 1,668 0 0 
Bank Loan ... ao oe aa og sas ». 2,000 0 0 
Bills Payable ae 4,741 0 0 
Calls in Arrear Bae ae He es ne 210 0 
Carriage... es Os i a nS i 977 0° 0 
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ee | th Ch 

Cash at Bank nee oe nae Rae ae ooo EI 
Sundry Debtors _... 560 5 50% = 3,592 0 0 
Discount on Purchases (less Discount on Sales) af 93 0 0 
Electrical Power for Factory... a a80 wet 151 0 0 
Extension of Leasehold premises sree aa eee cjO00) 0) 0 
Interest on Bank Loan ... 506 obs A oe 65 0 0 
Machinery Purchased _... 6n 500 aoe a 9,451, 0) 0 
Office Furniture... wee oa re 5 30 219° 0: 0 
Office Salaries ihe se eis 565 50 ope 472 0 0 
Preliminary Expenses... on a8 509 350 113 0 0 
Purchases ... aes _ on ee he .. 0,916 0 0 
Rent, Rates, Lighting, and Insurance .., a eet ONO) 
Sales... Dae a: a ie ae oe ue 8.86290" 0 
iD, IRGUISNT Sooo enc an bee of es i) <0) 
Stationery and Office Expenses ... 30 ot she we Ow 
Sundry Trade Creditors ... aoe ci dpa ce LOS OO 
Travellers’ Salaries and Expenses noe nc soe) LLGGs JON 0 
Wages Ae ; 2,299 0 0 


The Stock in hand, as on December 31st, 1910, was valued and 
certified by the Managing Director at £3,075. 

You are required to prepare a Trading Account and a Profit and 
Loss Account for the year ended December 31st, 1910, and a 
Balance Sheet as on that date. 

Before preparing these accounts the following adjustments are 
necessary. (Give the Journal entries.) 

(a) The Directors decided to write off Depreciation on the 
machinery at the rate of 10% per annum for the 6 months 
during which the machines had been running. 

(b) The directors decided that, as the full benefit had not yet 
been derived from the expenditure upon Advertising and 
Travellers’ salaries and expenses, the former item should 
be spread over 3 years (1910 to bear a full share), and that 
one-half of the latter should be carried forward to 1911. 

(c) On investigation it was discovered that the Carriage account 
contained items amounting to £236, representing Freight 
on machinery erected at the factory, and it was decided 
to transfer this amount to the Machinery account. It was 
also found that the Wages account included £93, represent- 
ing the wages of men employed in erecting the machinery ; 
it was decided to treat this item in the same manner. 

(d) One quarter’s Rent of the factory, amounting to £52, was 
owing on December 3lst, 1910, and must be reserved for. 


P.L.B. II, 22 
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ANSWER TO Ex. 59. 


BALANCE SHERT. (Duc. 31st, 1910). 


Liabilities. 

NomrnaL Caprran £ 
Founders? £2,000 
Ordinary 80,000 

£32,000 

Issurp Caprran 
Founders’ 2,000 
Ordinary : 

20,204 shares, 12/6 pd. 

£12,627 10s. 

less calls in arrear 2 10s. 
—-— 12,625 
Bank Loan 2,000 
Bills Payable ... 4,741 
Sundry Creditors ..._ 1,427 
Landlord (Rent due) ... 52 
£22,845, 


Assets. 


Patent oe 
Advertising A/c. ... 


Trav. Sal. & Ex. A/c. 


Machinery A/e. ... 
Cash Bs ie 
Debtors coe 
Leaschold Premises 
Office Furniture ... 
Stock nif sabea i 
Loss (P. & L. Dr.) 


£22,845 


——$$__ 


EXERCISE 60. 


(Set at the Aucrionrrrs’ Instirurn, Intermediate Bram.) 


‘1, Define ‘‘ Account Sales,” ‘‘Debenture,” “Goodwill,” ‘Gross 
Profit,” ‘‘ Net Profit,” ‘‘ Sinking Fund.” 

2. From the following Trial Balance of a merchant’s business for 
the year ending December 31, 1908, prepare his Trading Account, 


Profit and Loss Account, and Balance Sheet. 


Allow 5 per cent. per 


annum interest on Capital, write £50 depreciation from Lease, and 
“10 per cent. from Furniture and Fittings. The Stock, December 
dl, 1908, was £1,292 8s. 10d, 
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TrraL Banancr, December 31, 1908. 


be Ss) (O Gl a 

A. W. Brown, Capital, Jan. 1, 1908 2,500 0 0 
Rent, T'axes, ete. $e. , SOIL 2e 
Wages 55 si ete Eee OD ara wes 
Goods purchased a sie Tero 2 io 92 

Goods sold... ae x pad TSS3ae I 6 
Salaries (office)... sa i, ae 429 8 4 
Stock, Jan. 1, 1908 ... ee Soo GPR 
Furniture and Fittings 143 a 200 0 O 
Postage, Stationery, etc. oe Re 132 10 O 
Discounts allowed _... oe a 69) 76 
Cash at Bank ... Ae a ens 796 3' 4 
ros inhand ... on ae LOM 3 3 
. W. Brown, Drawings ae 6 564 0 O 
ane Debtors a 3 oat 810 0 2 

Sundry Creditors ae oe 1,033 13 3 
Bad Debts ok i ee Bee seb A) 
Lease, valued at st ae a6 800 0 O 

£11,517 0 9 £11,517 0 9 

ee: ——=> ee 


3. Describe briefly the duties of an auction clerk ata sale, stating 
what books he would use and the entries to be made therein at the 
time, and also the entries afterwards tu be made therefrom in the 
office books in order that the results of the sale and any outstanding 
items may be completely recorded. 

4, On January 1, 1909, Jones sells Goods; to Brown of the vaine 
of £100. On January 15, Brown sends Jones a cheque for £95, 
deducting 5 per cent. discount for prompt payment. On January 
18 Brown’s cheque is returned dishonoured. Jones then agrees to 
accept a Bill at 3 months for £102 10s. in settlement of the amount 
due, which he pays into his bank for collection. On maturity the 
Bill is dishonoured and the bank debit it back to Jones, together 
with 2s. 6d. notarial charges. In the meantime Brown has gone 
bankrupt, and his estate only realises 10s. in the £, the balance 
becoming a bad debt. 

Show by Ledger accounts the transactions as they would appear 
in Jones’s books. 

5. Rule a form of Petty Cash Book suitable for an auctioncer’s 
office, where there are numerous payments for postages, travelling 
and office expenses, and also frequent payments for agreement 
stamps and other items which have to be charged up to clients’ 
Ledger accounts, Give four specimen entries. 

6. In an ordinary trader’s business, where his books consisted of 
a Cash Book, Petty Cash Book, Purchases Journal, Sales Journal, 
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Sales Ledger, Bought Ledger, and Private Ledger, how would you 
set to work to get out a Trial Balance, Profit and Loss Account and 
Balance Sheet at the end of the*year, and close off the books? Also 
how would you treat the Stock in hand at the beginning and end of 
the year respectively in the Trial Balance ? 
Answers :—N.P., £619 2s. 4d. 
Capital (after allowing interest and deducting 
drawings), £2,186. 
Total Capital, £2,805 2s. 4d. 


ADDITIONAL ABBREVIATIONS (see p. 178, ante). 


B.B, Bill Book 120) 1D}, Pay on delivery 
C.B. Cash Book per procurationem 
C.0.D. Cash on delivery An abbreviation ap- 
C.W.O. Cash with order pended to the sig- 
D.B. Day Book PBs ws nature of an agent 
fra.a, free of all average Pompe showing that he 
fo. folio signs on behalf of a 
f.0.3. free on steamer named principal 
f.o.t. free on truck R.P. Reply paid 

LB. Invoice Book R.8.0. Railway Sub Office 
J.A. Joint Account SB. Sales Book 

Melis Journal folio Weds Trial Balance 

L.C. Letter of Credit TANIEG): Telegraph Money 
M.O. Money Order Order 

P.C.B. Petty Cash Book bed be Telegraphic Trans- 
ie (Qh Postal Order fer 

LOL) Post Office Order 


ADDITIONAL SHORT DEFINITIONS (see p. 179, ante). 


Account Stated—An Account Stated is an Account 
Current, the balance of which has been agreed upon 
between the parties to it: whereas an Open Account 
Current is one where the balance has not been so agreed. 
An Account Current (or Current Account) between mer- 
chants often bears interest—an Account Stated perhaps 
more frequently than an Open Current Account. Bankers 
do not usually allow interest on Current Accounts, but 
they charge interest if the Account be overdrawn by the 
customer. 

Advice.—In addition to meaning information sent by 
letter on a matter of mercantile interest, the term is often 
used in connection witha B/E. To “ Advise a Bill” means 
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that the acceptor sends a request to the bank where a bill 
has been deposited, authorising the bank to meet the bill. 
Naturally the bank will require to have funds at the credit 
of the acceptor, and when the bank retires the bill, will 
debit the acceptor’s account. 


Agio.—The difference between the actual and the 
nominal value of the money of a country, e.g. between the 
value of metallic and paper money, or between the metallic 
monies of different countries. 


Allonge.—When the back of a B/E. is insufficient to 
hold all the endorsements, a slip of paper is attached to 
the Bill, providing space for additional endorsements. 
This slip is called an Allonge, and is regarded as part of 
the original Bill and consequently need not be stamped. 


Amortisation.—The gradual writing off of a balance or 
particular kind of expenditure. The term is used with 
almost the same meaning as “ Depreciation.” 


Annuity.—A sum of money payable yearly during the 
life-time of a certain individual (Life Annuity), or payable 
in perpetuity (Perpetual Annuity), or during a specified 
time (an Annuity for fixed terms), or payable from a 
stated future date (Deferred Annuity). ‘The Post Office 
and the principal Life Insurance Offices deal in and grant 
these various types of Annuities. 


Arbitrage.—This term is used in a dual sense. 

(1) Arbitrage may be defined as a traffic consisting of 
the purchase or sale on one Stock Exchange and the almost 
simultaneous sale or purchase on another Stock Exchange 
of the same amount of stocks or shares. Where a differ- 
ence in price of the same stock on the two Exchanges 
exists, Arbitrage dealings give a scope for snatching profit. 

(2) The term is also used to indicate the practice of 
remitting money from one place to another by a circuitous 
route instead of sending direct: e.g. in remitting money 
from London to Paris it may be more profitable, if the 
rate of exchange between England and France is not 
favourable, to do so via Amsterdam, by the purchase of 
Dutch Bills. 
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Attorney.—In addition to its common meaning of a 
person qualified to practise in a Court of Law, this term 
is also used to signify_a person who is authorised by a 
document, called a Power of Attorney, to act on behalf of 
another, either generally or for the performance of a 
purpose specified in the document. 


Bank Bill—This is a Bill of Exchange issued or 
accepted by a Bank. 


Bank Post Bills.—These are Bank Drafts, drawn by 
one branch of the Bank of England upon another, usually 
payable seven days or sixty days after sight, and not subject 
to days of grace. Such Bills can be obtained at the Bank of 
England or any of its branches free of charge for any sum 
of money between £10 and £1,000, payable to order, upon 
depositing the sum for which the Bill is required. Such 
Bills were invented for remitting money from one part of 
the country to another; but have been largely replaced in 
modern times by cheques and by bank drafts which all 
the big Joint Stock Banks issue. 


Bank Return.—The weekly statement of its financial 
position is published by the Bank of England every 
Thursday. The return is in dual form, one Balance Sheet 
referring to the Issue Department (the section of the 
Bank of England that is carried on pursuant to the Bank 
Charter Act, 1844), and the second to the Banking 
Department (that is the section of the Bank that deals 
with transactions as an ordinary Joint Stock Bank). 


Bank Drafts.—Bills of Exchange drawn by one banker 
upon another. These are used as a means of remittance 
specially from one country to another. Nearly every bank 
issues such Drafts, either to its customers or the public. 
For Inland Drafts a commission is sometimes charged ; 
but Foreign Drafts are issued free, as the banker may 
make a slight profit through a favourable rate of exchange, 
and in any event he has the use of the purchaser’s money 
during the currency of the draft. 


Bottomry Bond.—This is a Contract in the nature of a 
pledge, giving the bottom or hull of a ship as security for 
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a loan obtained in a foreign port and necessary for the 
sole purpose of enabling the ship to complete her voyage. 
The loan is not repayable if the ship be lost, but is re- 
payable with any accrued interest on the due arrival of 
the ship at her destination. The interest is usually called 
a premium, and is not dependent for its amount upon any 
consideration of time. In one respect a Bottomry Bond 
differs essentially from a Mortgage. In a Bottomry Bond 
the holder of the last of such documents has priority of 
claim, whereas in the case of a Mortgage the first mortgagee 
has the priority. A bond secured on the cargo instead of 
the hull of a ship is known as a Respondentia Bond. 

Both Bottomry and Respondentia Bonds have almost 
become obsolete, owing to the ease and rapidity of 
making remittances from one country to another by means 
of telegraphic transfers. The heavy premium demanded 
for the advance of money on bottomry bonds was another 
reason causing them to fall into disuse. 


Brokerage—The Commission charged by a Broker for 
transacting business. 


Circular Note——A. Document issued by a banker to 
a customer about to travel abroad. These Notes are 
generally for fixed sums, and can be cashed by the owner 
at any of the foreign agents of the issuing bank. 


Clearing House.—A Clearing House is a place where 
the representatives of different banks meet once or more 
per day for the purpose of settling their mutual indebted- 
ness. In London this settlement is effected through the 
Bank of England by means of the Clearing Bankers’ 
Accounts. Every bank treats itself as a debtor of the 
Clearing House for all its own cheques presented for pay- 
ment through the Clearing House, and is the creditor of 
the Clearing House for all cheques on other clearing 
bankers held by it. The settlement is effected by pay- 
ment to or receipt from the Clearing House of a cheque on 
the Bank of England for the amount of the daily differ- 
ence between the two sides of the account. 

Clearing Houses are used not only by bankers, but also 
for other purposes: thus there is a Railway Clearing House, 
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which apportions the amount of freight earned on goods, 
when such goods have passed over the systems of two or 
more Railway Companies apd yet one lump sum has been 
charged for freight. And similarly a Clearing House 
exists on the London Stock Hxchange, enabling a jobber 
to settle his transfers of stock by transferring an amount 
of stock equivalent to the difference between his purchases 
and sales on a given stock during the period (usually a 
fortnight) for which the account has run. 


Compensiting Errors.—Errors might occur in the post- 
ing of books which are not revealed by the Trial Balance. 
This is so when one error offsets another: e.g. the Cash 
Book might have been debited with an entry of £50 
instead of £5. If a similar error were made in the 
corresponding credit entry (say) in the account of the 
person paying, these two errors would equalise each other 
and would not be revealed by disagreement of the two 
totals of the Trial Balance. 


Coupons.—These are small slips attached to Debenture 
Bonds, and are orders upon the issuer’s banker for the 
payment of the periodical interest upon the Bond. They 
are payable to Bearer. Each Coupon has its due date stated 
on it and is for the gross amount of the interest, as the 
issuing house cannot foretell the rate of income tax when 
the Coupon matures. Sometimes, in addition to the 
Coupons attached to the Debenture, there is a larger 
detachable Coupon called a Talon, which is a voucher for 
a fresh supply of Coupons when the first set has expired. 


Credit, Letter of.—This is a term used in banking to 
signify a letter addressed by one firm to another, request- 
ing the latter to pay to a third person the amount named 
in it, and to debit such sum to the first firm’s account, or 
to draw on the first firm for the amount. A «“ Circular 
Letter of Credit” is one addressed to several bankers or 
merchants residing at different places. 


Credit Note.—This is a statement sent to a customer 
who has returned goods, or to whom an allowance has 
been made, 
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Currency.—The circulating medium of a country, and 
that by which sales and purchases are effected without 
having recourse to barter. Gold and silver are now 
nearly universally employed as the circulating medium: in 
fact in practically all the civilised countries the basis of the 
currency is a mono-metallic one, and in western countries 
that sole metal is gold. In gold coinage there is unlimited 
legal tender, that is, gold is legal tender to an unlimited 
am junt in settlement of a debt, the party to whom it is 
offered not having power to compel the debtor to offer 
any other form of payment. In the British system of 
coinage : 

(1) Gold is legal tender to any amount. 

(2) Bank of England notes (anywhere except at the 
bank itself and in Scotland and Ireland) are legal tender 
up to the amount of a debt. 

(3) Silver coins are legal tender up to £2. 

(4) Copper coins up to One Shilling. 

The word “Token ” money is used to indicate that the 
value of the metal in a coin is not equal to the face value 
of such coin, 7.e. a five-shilling silver coin weighs about 
one ounce, but the market price of an ounce of silver 
varies widely, and at the present time is little more than 
two shillings. On the other hand the face and metallic 
value of gold are practically equal, viz. fine gold has a 
fixed value of £3 17s. 103d. per ounce. 


Deb't Note—A Debit Note is an invoice sent by a 
firm when it returns goods, or corrects some error or over- 


charge. 


Deed of Arrangement.—This is a Deed setting out the 
details of an agreement arrived at between a debtor and his 
creditors, or with certain creditors acting on behalf of 
themselves and the other creditors. The object of such 
Deed is to enable a man who is financially embarrassed. to 
transfer his property to one or more trustees on behalf of 
his creditors without the intervention of the Bankruptcy 
Court. Deeds of Arrangement, however, need to be 


registered. 
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Exchange.—A place of resort for merchants, the name 
being adopted from the circumstance that the exchange 
of merchandise or money forms the chief object of com- 
merce. : 


Exchange, Rate of—The amount in the currency of one 
country which, on any given day, is offered for a certain sum 
in the currency of another country. It is the price of the 
money of one country in the terms of the money of another 
country: this rate may be expressed in one of two 
ways :— 

(1) The price of the unit of the foreign country may be 
quoted in British currency, thus it is usual to say that one 
U.S. Dollar equals 494 pence. 

(2) Again, the number of units of the foreign currency 
necessary to purchase one English sovereign may be stated : 
thus, if we read that the rate of Exchange between London 
and Paris is 25.22 francs, we understand that this number 
of francs is the equivalent for the time being of one sove- 
reign. ‘he term Mint Par of Exchange is used to com- 
pare the relative weights of fine gold contained in two coins : 
thus a British sovereign contains the same amount of fine 
gold as French gold coins equivalent to 25.223 francs. _ 

The actual rate of exchange varies from this mint or 
nominal rate according to the trade conditions: thus if 
British merchants are indebted to French merchants in 
excess of what French merchants have to pay in Great 
Britain, there will be a keen demand for Bills on France, 
and the price will rise against the purchaser and may con- 
tinue to such a figure that it would be cheaper to remit 
bullion. This ultimate point is called the Specie or Gold 
point. Unlike the Mint Par of Exchange, the Specie point 
cannot be fixed with exactness, as all depends upon the 
charges that have to be paid for freight and insurance of 
the bullion. 


Flotsam.—This term refers to goods lost by shipwreck 
and found floating in the sea. 


Guard Book.—A book in which invoices, receipts, and 
similar documents are preserved. 
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Hypothecate.—T'o assign property as security under an 
agreement, that is to pledge or mortgage. 


Indent.—The name given to an Order for goods from a 
correspondent abroad. 


In Transitu.—A term meaning “in course of transmis- 
sion.” The term is used in connection with the right known 
as “ stoppage in transitu.” This right is conferred by the 
Sale of Goods Act 1893, which enacts that the unpaid 
vendor of goods has a right, on the insolvency of the pur- 
chaser, to stop the goods and retake possession of them 
while on their way, and to retain them until payment or 
tender of the price. 


Inventory.—A list or catalogue of articles such as the 
furniture, fixtures, or fittings of a house. 


Jetsam.—Goods thrown overboard in time of peril, and 
which remain under water. 


Jettison.—The act of throwing cargo or gear overboard, 
in case of peril, to lighten the ship. 


Legal Tender.—(See Currency.) 
Letter of Credit.— (See Credit, Letter of.) 


Lloyd’s Bonds.—Frequently Companies are prohibited 
from borrowing on mortgage beyond certain limits: thus 
Railway Companies are so limited. In order to avoid this 
inconvenience, companies so limited issue ordinary Promis- 
sory Notes, bearing interest, payable to Bearer; such notes 
are often issued to contractors for work done; they are 
known as Lloyd’s Bonds, from the name of the draftsman 
who invented them. 


Patent.—An official document granting an inventor the 
sole right to use his invention for a term of fourteen years. 
When Patents figure as assets in a Balance Sheet they 
should be the subject of scrutiny, and like Goodwill need 
to be written down, and certainly should be written off 
entirely before the expiration of the period during which 
they have to run. 
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Payment for Honour “Supra Protest.’’—When a person 
other than a party to a B/E. pays the amount so as to save 
its being returned dishonottred, he is said to have paid it 
for honour. This should be done after the Bill has been 
presented by the drawer and protested for non-payment. 
Any person may intervene and pay the Bill in this way for 
the honour of any party who may be liable upon it.  Simi- 
larly a Bill may be accepted for honour where the drawee 
has refused acceptance: this again should only be done 
after protest for non-acceptance. 


Press Copy.—This expression has at least two distinct 
meanings :— 

(1) A copy of a book or document handed to the news- 
paper press for the purposes of review or publication. 

(2) In business parlance the expression refers to the 
copy of any document obtained upon a sheet of tissue paper 
by passing the document itself and the tissue paper through 
a copying press. 

Quarter Days.—Jn England the four usual rent or 
Quarter days are Lady day (March 25th), Midsummer day 
(June 24th), Michaelmas day (September 29th), Christ- 
mas day (December 25th). In Scotland the four Quarter 
days are Candlemas (February 2nd), Whitsun (May 15th), 
Lammas (August Ist), Martinmas (October 11th). ; 


Rest.—This is the name used to designate the Reserve 
Fund of the Bank of England. 


Royalty.—(1) Dues paid to the owner of land for the 
privilege of working a Mine. 

(2) Payment made to a patentee for the use of his 
patent. 


(3) Payment made by the publisher of a book to the 
author for the right of publishing and selling a book. 


Set Off—A counter-claim made by a person on whom 
some demand is made. 


Sinking Fund.—A sum set aside periodically out of 
profits, in order to accumulate a certain sum by a given 
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date for the extinction of a debt or a loan or some similar 
purpose. It is usual to invest these apportionments of 
profits outside the business, and to re-invest the interest 
arising from such investments. 


Stale Cheque.—A cheque that has not been presented for 
payment within a reasonable time (usually six months) of 
the date of drawing the same. 


Statute of Limitations—An Act which fixes a period 
during which debts can be recovered or actions brought. 
In English jurisprudence there are a series of such Acts, 
one requiring that an action must be brought within six 
years to enforce the payment of a simple contract debt, 
unless there has been part payment, or payment of interest, 
or a written and signed acknowledgment of the indebted- 
ness within six years. When the contract is under Seal, 
the time within which the action must be brought is not 
six, but twenty years; whereas when the action relates to 
the recovery of land, it must be brought within twelve 
years next after the time at which the right arose. 


Surrender Value—The amount which will be paid by 
an Insurance Company upon the surrender to it of a Policy 
issued by it. In the case of Life Policies, the minimum 
Surrender value is frequently one-third of the amount of 
the premiums paid. 


Tale Quale.—This expression is used in the Corn Trade, 
and means that the corn on board ship is equal to the 
sample submitted, but that the buyer takes the risk of any 
damage it may sustain during the voyage or after the date 
of sampling. 

Talon.—(See Coupon.) 

Tare.—An abatement or deduction made from the weight 
of goods, on account of the chest, cask, or bag in which the 
goods are contained. The allowance is supposed to be 
equal to the weight of such chest, cask, or bag. 


Tariff—A List or Table giving the various custom- 
duties, drawbacks, bounties, etc., charged or allowed on the 
importation or exportation of various goods, 
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Ullage.—The quantity of a liquid contained in a cask 
when partially full. ~ 


Warrant, or Dock Warrant.—The receipt for goods 
deposited in a public warehouse. Such a document is trans- 
ferable by endorsement and needs a threepenny stamp. 


Wharfage.—The fee chargeable for using a wharf, that 
is a place on the shore of a harbour or river, where vessels 
can be loaded or unloaded. 


Without Recourse (Sans Recours).—When an endorser 
of a Bill of Exchange writes on the back of the Bill “with- 
out recourse to me” immediately before his name, he thereby 
avoids liability in case of dishonour. 


APPENDIX. 
EXAMINATION Papers, No. 1. 


Srconp Diviston Crerxsurpes, 1909, 
Civit Service. 
Time allowed, 24 hours. 


N.B.—In addition to Second Division Clerkships Exam., Book- 
keeping 18 one of the subjects at the Assistant Clerks and Prisons’ 
Clerks exams. The papers are somewhat similar to those here given, 
but rather easier and more elementary. 


1. On Ist March, 1909, A. and B. enter into partnership, and the 
following is a record of various transactions of the Firm. You are 
required to record the same in the Cash Book or Journalise for entry 
in the Ledger as the case may be. 


1909. ; 1: Heel enelyelh 
March 1. Cash paid to Bank, A.’s Capital ... -.3-/ 1550070 0 
i. Do. Bis sido. Re .. 1,000 0 0 
, £20 drawn from Bank to make cash pay- 
ments. 
2. Bought from ‘*C,” 12 doz. Champagne at 
80s: a doz. 


4, Bought from “D.” 20 doz. Sherry at 
Bas. a dcz, 
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1910. ne Ce 
March 5. Sold to ‘‘K.” 1 doz. Champagne at 96s. 
a doz. 
_ Sold to “F.’ 4 doz. Sherry at 48s, a doz. 
», 16. Paid ‘‘C.” by cheque for Champagne, less 
23 per cent. discount. 
» ‘‘A.” drew from bank £25 for private 
expenses. 
», Paid Jones and Co. for Office Furniture 
and Fixtures... a ar; 37 10 0 
», Paid H. and Co. for pordace 
of their business of Wine 


and Spirit Merchants 
£2.246 4s. 5d., made up as 


follows :— £ a Gd. 
Stock of wines, spirits, etc. 2,025 0 0 
Horses, carts, ete. ee LOO OO 


Book debts taken over by 
the firm of A. and B.... 340 0 0 
£2,515 0 0 
Less:—Sundry Trade Cre- 
clitors to be paid by the 


firm of A. and B. sae PAisin LY 
a 2,246 4 5 
March 20. Accepted D.’s bill at 3 months for the 
Sherry purchased. 
», Received from ‘‘F,” cheque for Sherry, 
less 5 per cent. 
.. Bought of KE. 10 boxes of Cigars at 19s. 6d. 
»'. Paid office salaries in cash £13. 
», Bought of K. and Co. bottling plant, in- 
voiced at £90, less trade discount of 10 
per cent. 
,, Received consignment of wines from KE. 
Escarno, Oporto tT 325) 1000 
,, Paid duty and charges frereod by henge! I Mai (6 


KE. Escarno agrees to leave permanently 
£250 on loan to the firm, part value of 
the consignment. 

Oporto consignment sold to L. & Co. for 
£415. 

fF Charged KE. Escarno 5 per cent.” commis- 

sion on sale of consignment. 


5, Rendered account sales to HK. Mscarno and 
sent him balance by cheque, 


on 


April 
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[Answer the following question on the ruled Blue Forms provided. } 


2. The following figures are-extracted from the books of The 
Luxan Mining Co., Ltd., at 31st December, 1908 :— 


Stock of minerals, Ist ea 1908... ee £1,004 
Wages and labour ... see wa 6,350 
Salaries me Be a3? ahs fe oh 1,500 
Office expenses 60 ad ade 06 aie 358 
Royalties... ee Bae 1,250 
Stores on hand, Ist January, 1908 nee Sy 246 
Directors’ fees a ets 6 1,000 
Bad debts... at sae sie bss aa 49 
Stores purchased... fee sis Sa a 1,042 
Rent, rates, taxes, ete. 1,100 
Repairs and maintenance of planta and machinery 365 
Debenture Interest.. be ; ae 2,500 
Transfer fees bite 4 are ae he 10 
Sales ... : a a ae a th 25,003 
Rents receivable. 314 
Balance of Revenue ‘Account, 31st December, 1907 2,043 
Interim dividend paid _... : 3,000 


Capital authorised, 2,000 shares of £100 each. 
Capital subscribed and peid BD, ad shares of 


£100 each . : Bic ne 150,000 
Sundry Creditors ... a sl sis cH 1,050 
Cash at Bank ee sn re Si a 7,450 
Cash in hand ic nig ne on cs 150 
Sundry Debtors... ue 53 af ae 5,430 
Debentures 50,000 
Purchase A/c. -—Mine, buildings (original cost, 

£175,000)... 170,625 
* a Machiner y, plant, ete. (origi- 
nal cost, £25,000) ... dea 23,750 
Investments.. 1,256 


Stock of Minerals at 31st Bec BA 1908, was 5 £2, 140, and of Stores 
at same date £204. 

Write off as depreciation of mine, buildings, etc., 21 per cent. 
from the original cost, and as depreciation of machinery, ‘plant, ete., 
5 per cent. from the original cost. Prepare (a) Trial Balance; 
(b) Revenue Account, showing gross and net profit, and amount 
available for further dividend; (c) Balance Sheet at 31st Dec., 
1908. Give the Journal entries for the depreciation. 


ANSWERS. 
No. 1. Cash, Dr., £7. Bank Overdrawn, £10 13s. 


No. 2. T.B., £228,425. G.P., £14,412. N.P. (after adding Revenue 
forward, and deducting Dep., Dir. Fees, Deb. Int. and 
Inter. Div. ), £4,330. B/S. total, £205,380, 
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No. 2. 
CIVIL SERVICE. 
’Sxrconp Diviston CuerKksuipes: SEpr. 1910. 
Time allowed, 24 hours. 


Question 1.—You are required to record entries in Journal and 
Cash Book of the following transactions of J. Gamma & Co. :— 


1908. 
July 1. Paid T. Watts £5,000 by cheque on London and County 
Bank for ten years lease of premises. 
», Purchased machinery £2,050 from Barr & Co. 
», Accepted a bill at three months for the machinery plus 
interest at 5 % per annum. 
», 2 J. Gamma, a partner, drew a cheque for £27 1s. 8d. for 
his life insurance premium. 
, Jones & Co. invoice goods to Gamma & Co. for £321 3s. 4d. 
» 6. Credit note received from Jones & Co. £8 2s. 11d. goods 
returned. 
Goods from Jones & Co. sold to Roberts & Co. at an 
amount to realise 20 % profit on sales. 
,, 10. J. Gamma & Co. accept Jones & Co.’s draft for £250 at 
1 month. 
,, ol. Retired the acceptance given Barr & Co. and cheque 
sent for £2,050 less 24 % discount. 
Aug. 1. J. Gamma and Co.’s bank charge them 3s. 7d., being 
charges on foreign draft collected. 
J. Gamma & Co.’s traveller sends in collection account 
with cheque to balance, viz. :— 
fa Side tS) 8. Os 


» 


Received from A. 8. Baker 35 6 O 
Do. Jackson & Co. 43 0 O 
Ths Ces 0) 

Less :—Traveller’s salary one 
month ... i zo OF 0 


53 6 0 


Assume the closing of the books on 30th June, 1909; you are 
required to give the “Journal entries in connection with the follow- 
ing items :— : 

Ed bp bio J Ne 23 


354 EXAMINATION PAPERS. 


One year’s insurance £36 paid in advance on 25th March, 1909. 
Half-year’s rates £22 to 29th September, 1909, due. 


Quarter’s rent £30 to 30th June, 1909, due. 
Provide £150 for possible bad debts. 
Depreciation of the above lease at 10%. 
Depreciation of machinery, £300. 


Question 2.—On the Ist January, 1910, the balances of H. Jones, 


a coal merchant, were as follows :— 


Trade creditors 
Bills receivable 

Bills payable ... 
Book debts 

Cash in hand ... 
Stock ... tate 
Bank overdraft 
Office furniture 
Horses, carts, etc. 
Fittings and utensils 


£ 
562 
215 
69 
742 
21 
355 
54 
12 
220 
105 


fant 


= 
SOOCOKW~aOUNNorweH 


On the 30th June, 1910, he again takes out his balances, the 


actions of the six months being as follows :— 


£ 
Purchases ne a es wale «1» 0,400 
Carriage and freight... a8 Se Pe: 
Sales ... we ae a Ae vn 4,004 
Discount and allowances 183 
Carting and yard wages 364 
Horsekeep expenses sist 210 
Office wages and expenses ... Br 81 
Travelling and general expenses ... 38 
Bank charges... oi 3 
Drawings... BH 156 
Rent, rates, and taxes 96 
Gas and water 24 
Discount earned 104 
The remaining balances at 30th June, 1910, were :— 
£ 
Trade creditors 624 
Bills receivable 292 
Book debts 635 
Cash in hand ... 18 
Cash at bank ... 98 
Office furniture 12 
Capital account 985 
Horses, carts, ete. 220, 
Fittings and utensils 105 


= 
PNP OR, FO OW PO 


trans- 
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You are required to prepare :— 
(a) Balance sheet at lst January, 1910. 
(b) Trial Balance, 30th June, 1910. 
(c) Trading and Profit and Loss Account to 30th June, 1910. 
(ad) Balance Sheet at 30th June, 1910. 
Stock at 30th June 1910 was £389 6s. 2d. 
Write off 10 % depreciation from the value of horses, carts, etc., 
furniture and fittings and utensils. 
Ans. 1.—Bank, Cr. £6,972 14s. 3d. 
2. (a) Initial Capital, £985 16s. 4d. 
(6) T.B., £6,578 17s. 3d. 
(c) N.P. (after deducting Drawings and the full 10% de- 
preciation), £127 2s. 6d. 
(ad) Final Cap., £1,112 18s. 10d. 
N.B.—It is assumed that the depr. is 10%, noé 10% per annum. 


No. 3. 


LANCASHIRE AND CHESHIRE UNION oF INSTITUTES. 
Intermediate. Time, 3 hours. 


N.B.—The Intermediate Stage Exam. of the Midiand Union and 
the Second Stage (or Intermediate) of the West Riding C.C. are some- 
what similar in type, and of approximately same standard of diff- 
cully. 

Part I. 


1, A merchant sells to J. Black goods to the amount of £600, and 
as Black cannot pay for them when due the merchant takes a Bill 
at three months for £615, charging £15 for interest. Journalise the 
above transaction in the merchant’s books. 

2. Explain briefly the following terms as used in connection 
with cheques :—‘‘ Endorsing,” ‘‘ Dishonoured,” ‘*‘ Not Negotiable,” 
“ Refer to Drawer.” 

3. What are the points of difference between a Bill of Exchange 
and a Promissory Note? Write out the form of a Promissory 
Note. 

4. What do you understand bya Trial Balance? What isits use? 
When should it be prepared ? 

5. On the 30th June, 1908, when you take out your balances you 
find that William Armstrong is indebted to you in the sum of £80. 
It is found out, however, that by an oversight you have omitted to 
give him credit for goods returned, amounting to £20, by which 
amount his account is now reduced. On the 30th September, 1908, 
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you receive from his Trustee in Bankruptcy a first and final dividend 
of 4s. 6d. in the $. Where and how would you enter this trans- 
action of the 30th September, 1908? 


6. A friend of yours is starting a business which is divided into 
three departments, A, B, C. He is anxious to know the Profit or 
Loss on each department. Give a list of the books which you would 
advise him to keep, with the ruling of one of the books only. 


Part II. 


On the Ist March, 1908, Walter Benn bought from W. James his 
business as merchant, paying him cash £500 for stock-in-trade, 
£100 for fixtures, and £50 for office furniture. He also paid into the 
Bank £600 for further working capital, and retained a further £50 
for office cash. The transactions for the month of March were as 
follows :— 


£ 3d 

Mar. 1. Drew and cashed cheque for Petty Cash ... 20 0 0 

», 2 Purchased from A, Penny, goods for cheque... 500 0 0 

5, 4 Sold goods to W. Nield.. ny ... 205 0 0 
», 6.- Received Bill at three satis Pon W. Nield 

in settlement of his account ... 200 0 0 
Discounted Bill at Bank, who charged me £3 

for discount... 3.0 0 

» 8. Paid postages out of Petty eres es 4 0 0 
,, 10. Paid his Accountant cash for ions Cavers 

the books of W. James . 0 Oma 
Paid Solicitor cash for expenses. in connection 

with the transfer of W. James’ business ... 10 0 90 

,, 12. Purchased goods from A. Penny Ae -e200) O00 
,, 14. Walter Benn withdraws from Bank for ncnee: 

hold expenses ... 005 OO 
,, 16. Received creditnote on Deany for Senne 

to goods bought on the 12th inst. ... 0 208 OF 0 

», 18. Sold goods to C. Gibson .. 140 0 0 
of which he returned on the following day not 

up to sample oc : ODO 

», 20. Received cheque from C. Citson in seesloment 120) 0" 6 


», 21. Cheque from C. Gibson returned dishonoured. 
», 22. Sold goods to C. Smith . ss a A a ee 
», 3l. Paid rent by cheque : pales OO A a O 
Paid sundry expenses out ‘of Petty Cash ar eee 
Drew cheque for Salaries and paid £48 wo (00-0) 20 

Bank credited my A/c. with interest £4, and 
charged me commission 0 0 
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The Accountant’s and Solicitor’s charges can be charged one-half 
ie Sia and the other half to be carried forward to the month of 

pril. 

Enter the above items in the proper books, post to Ledger, and 


take out Trial Balance. 
Credit Capital with interest £5, and write £8 off fixtures, and £5 


off office furniture. 
Part III. 


Close the A/cs., bring down the balances, make out P. and L. Alc. 
and B/S. On March 3lst the Stock amounted to £999 10s. 4d. 


Answers: Loss, £25. 
Drawings, £50. 
Net Capital, £1,230. 
B/S., £1,460. 


No. 4. 
West Ripine (Yorxs.) C.C. 
Third Stage. Time, 3 hours. 


N.B.—The Advanced Stages of the Lancs. and Cheshire Union 
and the Midland Union are somewhat similar in type, and of 
approximately similar standard of attaimment. 


1.—Martin Hansom & Co., Lrp. 
Trial Balance, Dec. 31, 1903. 


Suse as £ Sins 
Preference Shares: 13,500 £1 five 


per cent. shares fully paid doe 13,500 0 O 
Ordinary Shares: 58,000 £1 shares 
fully paid... sor ay site 58,000 0 0 
Debenture Stock, 43.7 19,500 O O 
Freehold ad 23,500 0 O 
Fixed Plant 4,400 0 0 
Loose Tools, etc., 2,750 0 O 
Furniture 200 0 O 
Horses, Carts, etc., 250 0 0 
Patterns and Models ... 3,200 0 0 
Joodwill a a Ws 53,293 0 O 
Debenture Interest paid to Dec. 31, 
1908 ... os 52 = St 877 10 90 
Preference Dividend paid to Dec. 
sad a ee 675 0 O 


31, 1908 
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Loan Interest paid to Dec. 
1908 ae a Kno 

Directors’ Fees... id bry 

Bank Commission 

Subscriptions ... 

Bank Interest . 

Debenture Trustees’ Fees 

Loans wre at 

Bank 

Reserve Fund . 

Investments... 

Profit and Loss Account, Dec. 31, 
1907 

Stock, Dec. 31, 1907 . 

Purchases aks 

Discount received 

Returns Outwards 

Sales ..s 

Discount allowed 

Wages ... 

Bad Debt account 

Coal 

Insurance = 

Loans to Workmen 

Horse-keep_... 

New Plant (Loose) 

New Suan Re 

New Patterns . 

Repairs .. 

Trade Expenses 

Salaries .. : 

Debtors .. 

Creditors 

Cash 


be spread over 3 years) 


Stock, December 31, 1908: Goods, £8,605 18s. 9d. ; 


£25, 


EXAMINATION 


31, 


New Electric Light Installation (to 
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300 0 
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_ 
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= 
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0 
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22] 
ol 


48,701 


408 1 


3,363 19 10 


£162,050 6 11 £162,050 6 11 


Dividend accrued due on Investments, £150. 
Depreciation : Fixed Plant, 5 per cent. ; Loose Tools, 74 per cent. ; 


Patterns, 10 per cent. ; 
ture, 5 per cent. 
during year. 


Horses and Carts, 20 per cent. 
Half Depreciation to be charged on additions 


Horse-keep, 


; Purni- 


Reserve £600 for Bad Debts and £667 for Discounts on Debts 


due. 
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If there is any surplus profit for the year after paying Debenture 
Interest and Loan Interest, Preference Dividend and 5 per cent. 
Ordinary Dividend, place 25 per cent. of such surplus to a Special 
Reserve Account. 

Prepare Trading and Profit and Loss Account and Balance Sheet, 
December 31, 1908. 


2. X., Y., and Z. are partners, 

Their respective Capitals in the business as shown by their 
Balance Sheet on December 31, 1908, are X., £3,000; Y., £2,200; 
Z., £800. The profit for the year, amounting to £1,600, has been 
eredited to X. half share, Y. and Z. quarter share each, and the 
books have been closed. 

During 1908 they have withdrawn nothing beyond their Salaries, 
which have already been charged to Profit and Loss Account. It is 
found on March 31, 1909, that interest on the Partners’ Capital 
(6 per cent. per annum) as provided by the partnership agreement 
has been omitted. 

Give the entries you would make in the books to correct this 
error. 

3. A Manufacturer’s books show the following figures for each 
item for the two years 1907 and 1908: Materials used £22,389 and 
£21,427 ; Wages, £7,495 and £7,577 ; Rent and Power, £1,659 and 
£1,655 ; Carriage, £513 and £494 ; Trade Expenses, £303 and £309 ; 
Gas and Water, £213 and £240 ; Travellers, £719 and £763 ; Repairs, 
£426 and £563; Insurance, £78 and £78; Depreciation, £600 and 
£580. 

Goods produced (Net), £36,468 and £36,261. 

Prepare a statement showing for each year the various costs 
per cent. on production. 

4, A Limited Company’s Balance Sheet contains (amongst 
others) the following items— 


ASSETS. BS Bah 

Closed works (cost £5,000, now worth £1,000) ce ee OOO mmO a) 

Profit and Loss Account Balance srt af wy, too, 0 0 

Goodwill ... nie Be nae =e as Se U0 n OO 
LIABILITIES. 

Forfeited Shares Account Prd = Hi aH 100 0 O 

Reserve Fund Account ... se ae ee 2680 30) 0) 


What would you suggest with regard to these items? 

5. Lead & Hall, Ltd., have a Share Capital of 1,164 £7 shares, 
£5 10s. per share called up. A. V. Rawle has 1,100 shares, 
£5 10s. per share paid up. C. B. Rooke has 64 shares, of which 
32 are fully paid up (7c. £7 per share). The Reserve Fund Account 
is £2,350. The Directors call up the final £1 10s. per share, 
and at the same time distribute a Bonus (out of Reserve) of 
£1 10s. per share. 
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Write up the entries which you would make in the books to give 
effect to the foregoing. 

Assuming that 12} per cent. dividend has been previously paid, 
and the available profit is the same now, how will the rate of 
Dividend be affected by this alteration in capital? 


6. ‘*The Reserve Fund of a Company should be invested outside 
the Company’s business.” This statement is frequently made ; 
state your reasons for agreeing or disagreeing with it. 


Answers :—Net Profit for year (after deducting Allowance for 
Electric Light, Depreciation allowances (for old and new), 
Reserve for B.D. and Discounts on Debts Due), £1,983 12s 2d. 
Thig will not permit payment of 5% dividend on Ordinary 
Shares and has been added to P. and L. account, making 
the Balance forward £8,477 Os. 8d. Or. 

B/S. total :—£115,071 Os. 6d. (allowing for deduction of £667 from 
Debtors’ accounts), 


No. 5. 
CHARTERED INSTITUTE OF SECRETARIES. 
INTERMEDIATE EXAMINATION, Time, 2 hours. 


1. State, as concisely as you can, the precise difference between 
Single and Double Entry Bookkeeping. 


2. Define (a) Nominal Accounts, 
(b) Debit Balances, 
(c) Trial Balance. 


3. What is a Suspense Account? Give an example of one, with 
two or three entries on each side. 


4. A. sold B. goods to the value of £100, and drew upon B. for that 
amount at three months. <A. subsequently discounted the Bill with 
his bankers, who charged him £2 for the accommodation. The Bill 
was duly met by B. at maturity. You are required to show (a) the 
above transactions as they would appear in A.’s Ledger, (b) pro 
forma Journal entries in B.’s books relative to the above, 


5. On January 1, 1909, B. joined A. in partnership, bringing in a 
capital of £1,000 in cash. On that date A.’s financial position was 
agreed between the parties as follows— 


£ ate 
Stock .., At ae xe cote gt 00 miiau( 
Debtors Re tas a ia 700 0 0 
Cashin. mee 28 cee Bab 50. 0 0 
Creditors ee aS a pet 2000, AO 
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Show pro formé Journal entries to open the books of the partner- 
ship, and the Balance Sheet of the firm as it would appear on 
January 1, 1909. 


6. From the following Trial Balance prepare Balance Sheet and 
Profit and Loss Account of the Motor Supplies Company, Ltd.— 


TriaL Batance, March 31, 1909. 


Dr. Cr. 

ES eet ES OS GA, 

Capital ... se 20 ae sh 12,000 0 0 

Gross Profit... ask Ss <i 5,000 0 0 
Rent aan als a ve 53 400 0 O 

Discounts A 338 on ae 100 0 O 
Bad Debts 5 mee a ae 250 0 O 

Commissions ae ae 38 400 0 O 
Business Premises re a ee OO On) 
Stock, March 31, 1909 on soe OHOLO D O 
Furniture and Fittings =. pt 500 0 O 
Plant and Machinery ... Rae 2, COOP ON 0) 

Creditors ef seit 60 es 1,000 0 0 
Debtors ... Lis ae eae ee 830002070 
Bills Receivable a S ee 2000 0 a0 

Bills Payable sit pad ae 1,500 0 O 
Bank ~... fe Sete oe eel O00® OL20 
Depreciation ... aos at nog 350 0 0 

£20,000 0 0£20,000 0 0 


Ans. :—N.P., £4,500; B.S. total £19,000. 


7. State what you consider to be the advantages of having several 
books of first entry, instead of passing all transactions through the 
Journal, and under what circumstances you consider the retention 
of the old-fashioned Journal a convenience. 


8. Make Journal entries in respect of the following adjustments 
on the closing of a set of books on March 31st last :—(a) Bad Debts 
Reserve to be increased by £500. (6) A Reserve of 25% for cash dis- 
counts to be made on Debtors’ accounts totalling £10,000 and 
Creditors’ accounts totalling £5,000. 


9. State why it is a Bank Pass Book rarely shows exactly the 
same balance as the Cash Book. Give a pro formd Reconciliation 
account, showing how the accuracy of the Cash Book balance may 
be verified from the Pass Book. 

10. On June 1, 1909, X. consigned to Y. goods of the pro formd 
value of £1,000. X.’s expenses in connection with the consignment 
were £20. On April 1 X. received from Y, his Account Sales dated 


sss: 


"2 
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March 12, showing that the whole of the consignment had been 
sold, and had realised £1,300 gross, that Y.’s expenses were £50 
aud his commission 24%. At thé same time Y. remitted to X. a bill 
drawn on Z. for the balance"due, payable ten days after sight. You 
are required to show the accounts in X.’s Ledger affected by these 
transactions, and give the form of the bill, assuming it to have been 
accepted by Z. 
Ans. :—£1,217 10s. ; X.’s profit, £197 10s. 


No. 6. 
ROYAL SOCIETY OF ARTS, 1910. 
Stace II.—Intermediate. Time, 3 hours. 


1. State what is meant by the terms: (a) Nominal A/e.s, and 
(b) Personal A/es.? 

What is the name of the class to which Accounts other than 
the foregoing may be said to belong ? 

Give an example of each (containing three debit and three credit. 
entries). 

2. How would you construct a Trial Balance? Give two examples. 
of errors which might occur in “‘ writing up” a set of books without. 
affecting the agreement of the Trial Balance. 


Exercise I. 


A. Day and B. Comet were in partnership as engineers, and, on 
Dec. 31, 1909, their assets were as follows :— 


ey Ga i ES eh, 
Stock-in-trade ... Be a 1,342 0 O 
Furniture and Fittings ... ws 264 0 0 
Plant and Machinery _... e 1,547 0 O 
Cash at Bank a va aa 305 0 0 
Cash in hand a se ae 8 0 0 


Bills Receivable :— 
The Gas Engine Co. (due Jan. 4) 142 0 0 


J. Smith & Co. (due Jan. 8) TEOMO 

——— 216 0 0 
Owing by :— 

J. Smith &Co. ... a ae ee O 

The Gas Engine Co. Ae Como On O 

W. Owen ... Ec sn <eeelll iO) 10 

J. Jones & Sons... - moecSoe WOR KO 

R. Black... 5 a seule O2sOr 40) 
———— 818 0 0 


£4,500 0 0 
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Their liabilities on the same day were :— 


Due to :— eS Os aoe th 0h 
Roberts Bros. he te seid wa Liz D oe a) 
W. Brown, Son & Co... 40 Oer0 
Robinson & Co... ae sop al is aD) 
J. Green & Son... ek cee OGIO O 
SSS PY OD 


Bills Payable :— 
J. Green & Son (due Jan. 6th) ... 100 0 O 


Roberts Bros. (due Feb. Ist) ... 169 0 O 
SS 269 0 0 
A, Day Loan A/c. ... a ae 500 0 0 
do. Interest A/c. age ae 115-0) 10 
£1,500 0 O 


Day and Comet were equal partners, and each had the same 
amount of Capital invested in the business. 

Open the Ledger Acconnts, showing the position of the firm as 
on December 31st, 1909, and pass to it, through the proper books, 
the following transactions :— 

1910. 

Jan. 1. Drew and cashed cheque for petty cash and wages, £15. 

Paid wages in cash, £16. 
Paid each partner his week’s salary of £3 in cash. 

>, 3 W. Owen paid his account, less 24 per cent. discount, 

and gave an order for a machine to cost £75. 
Bought of Robinson & Co. 6 tons of pig iron at 51s, 2d. 
per ton. 

» 4 The Gas Engine Company’s Bill became due, but was 

not met. A new bill was given at one month for the 

whole of their account. 

Paid Robinson & Company the amount of their account 
as on December 31st, less 24 per cent. discount, after 
taking into consideration an allowance of £5 for imper 
fect goods supplied. 

J. Jones & Sons paid £100 on account. 

Bought of J. Green & Son 5 ewt. of sheet copper at £78 
per ton. 

», 6. Sold to R. Black 1 ton of pig iron at 56s. a ton, and 

charged him in addition 10s. for cartage. 
J. Green & Son’s Bill became due and was duly met. 
» 7. Sold J. Jones & Sons 3 cutting machines at £24 each. 
Sold J. Smith & Co. 2 ewt. of sheet copper at £83 a ton. 
Paid by cheque the amount due (on December 31st, 1909) 
to A. Day for interest. 
Bought for cash 12 gallons of oil at Is. 3d. per gallon. 


on 


bed 
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Jan. 8. Paid wages £13, a cheque for this amount being drawn 


and cashed for the purpose. 


Paid each partner hig week’s salary by cheque. 
J. Smith & Company’s Bill became due and was duly 


met. 


», 10. Bought of Roberts Bros. 10 tons of coal at 12s. a ton, and 


paid them (by cheque) £150 on account. 


Sundry Cash Sales to date £31, this amount being paid 


into bank this day. 


Drew and cashed cheque of £5 for Petty Cash purposes. 
Accepted W. Brown, Son & Company’s Bill for £140 for 


three months. 


All moneys received were at once paid into the bank. Balance 
the Ledger Accounts as on January 10th, 1910; bring down the 


balances, and extract a Trial Balance. 


N.B.—No Profit and Loss Account or Balance Sheet to be pre- 


pared. 
Exmrorse II. 


The Brown Box Company, Ltd., was registered with a nominal 
‘Capital of £10,000, divided into 5,000 ordinary shares of £1 each 
and 5,000 6 per cent. preference shares of £1 each. From the follow- 
ing Trial Balance, extracted from the books of the company, prepare 
a ‘Trading Account and a Profit and Loss Account for the year ended 
December 31st, 1909, and a Balance Sheet as on that date :— 


TRIAL BALANCE. 


a Gas. 
‘Ordinary Share Capital 
Preference Share Capital... ak fe 
Freehold Land and Buildings .., ra oo OO MOO) 
Furniture and Fixtures ev ee 946 6 10 
Stock (December 31st, 1908)... ited Goo) LA war 
Plant and Machinery _... ie mL oie LOM 
Rates and Taxes ... sr sag sc 87 14 1 
Carriage... eas ses ais ae 422 4 8 
Trade Expenses ... le ane wee 1 Ed lel | 
Lighting and Heating Expenses ee Ae Fk Ie 
General Expenses ... Pe ne 127 16 10 
Discount A/c. (balance) ... Any. ae 
Preference Share Dividend (paid during 
the year) ... re a ee ac 171 "O00 
Ordinary Share Dividend (paid during 
year) was soe “of a5 a8 1l4 0 0 
Bad Debts Reserve (as on Dec. 31, 1908) 
Manufacturing Wages... “4 2,014 1 9 
Salaries an 505 14 8 


188 14 8 


EXAMINATION PAPERS. 365. 


1a oh Ck ne & Uh 

Sales ar 0G ae Be ies 10,124 14 2 
», Returns ais Aes “ee pe LOLS 2 310 
Insurance ... “e 233 Mee aco Ge he 
Directors’ Fees... as BS Se. O0 BOLO 
Purchases. ... ae at ae ... 4,129 16 8 

fl Returns ae 5st vie 9412 4 
Sundry Debtors... “ oe ... 8,764 17 10 

Sundry Creditors a a oe 2,144 5 |] 

P. and L. A/c (bal. Dec. 31, 1908) a 4/2, 7 2 
Bank Charges oc 5 Rs ee Leno ey 
Cash at Bank Ae ie 23 oe Ole BO 07, 
»» in hand ae a one Remo a, all 


£20,837 15 5 £20,837 15 5: 


Before preparing the Ac.’s the following adjustments are. 
necessary :— 
(1) Charge Depreciation on Land and Buildings at 23 per cent. 
per annum. 
(2) Ditto on Furniture and Fittings at 5 per cent. per annum. 
(3) Ditto on Plant and Machinery at 10 per cent. per annum. 
(4) Make Bad Debt Reserve up to £400. 
(5) Carry forward the following unexpired amounts :— 
(a) Insurance £9 7s. 6d. 
(b) Rates and Taxes £17 8s. 2d. 
Value of Stock on Dec. 31, 1909, was certified at £1,721 17s. 3d. 
Answers: Ex. I. :—T.B., £4,170 12s. 6d. 
Ex. Il. :—N.P. (after adding amount, £472 7s. 2d., for- 
ward, allowing for Insurances, Rates and 
Taxes unexpired, and deducting all dividends, 
depreciation allowances, and B.D. Reserve, 
£211 5s. 4d.), £2,115 19s. Od. 
B.S. total :—£12,460 4s. 1d. 


No. 7. 
MISCELLANEOUS QUESTIONS. 


[Taken from (1) Royal Society of Arts, Accounting and Banking ; 
(2) Royal Society of Arts, Grade III. (Advanced); (3) London 
Chamber of Commerce, Senior. ] 

1. What is the chief difference between a Balance Sheet and a 
Statement of Affairs? Give a specimen B/S. in condensed form ; 
and show how the same figures would appear in a Statement of 
Affairs. (R.S.A. Accounting and Banking.) 

2. A text-book says ‘‘ the addition of the words ‘not negotiable’ 
to the crossing of a cheque renders it untransferable, and therefore- 
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useless, except to the payee.” Comment on this statement. Can 
the words ‘‘ not negotiable ” be used for the protection of commercial 
documents other than cheques ? .(R.S.A. Accounting and Banking.) 


3. How should the undermentioned items be treated in the 
accounts of a Limited Company ?— 


(1) An issue of 1,000 debentures of £100 each, issued January 
Ist, 1911, at 90, repayable in 1921. 

(2) An expenditure of £5,000 on advertising a new patent 
medicine. The sales for the first year amounted to 
£1,500, but were on the up grade. 


(3) A debt owing by a director of the company. 
(L.C.C. Senior, 1911.) 


4, The undermentioned assets are the property of the Reliance 
Boot Manufacturing Co., Ltd. How should they be valued for 
balance-sheet purposes ? 

(a) Twenty debentures of £100 each in the Southern Railway 
of America, representing the investment of the reserve 
fund. The debentures were purchased at par, but the 
market price has since fluctuated between 94 and 108 ; 
the former quotation being the mean market price as on 
December 31st, 1910, the date upon which the balance 
sheet of the Reliance Boot Manufacturing Co., Ltd., is 
prepared. 

(b) Patents £2,000. This amount represents the original cost 
of the patent rights in a welting machine. The grant of 
letters patent is dated January Ist, 1906. 


(c) Goodwill £5,000. This asset was purchased in 1905, at the 
price named, upon the formation of the limited company. 
The trading profits have steadily declined from £4,200 in 
1906 to £2,124 in 1910. (L.C.C. Senior, 1911.) 
5. What is the difference (if any) between ‘‘ Fixed” and 
‘‘ Floating” assets? Designate tu which class the undermentioned 
assets, the property of a boot manufacturer, belong :— 
Book-debts, Stock-in-trade, Consols £200, Plant and Machinery, 
Freehold Land, Bills Receivable, Goodwill and Patents. 
(L.C.C. Senior. ) 
6. What do you understand by ‘‘ Rebate on bills discounted,” 
and how would you treat this item when preparing the P. & L. a/e. 
and B/S. of a Bank? (R.S.A. Grade 3.) 
7, What is a ‘‘Cumulative Preference Share?” TheA. B. Co. is 
three years in arrear with the dividends on its 1,000 6% Cum. Pref. 
Shares of £l each. Would this fact affect the annuala/es.? Tf so, 
how? (R.S.A. Grade 3.) 
8. A company having a lease standing in their books at £5,000, 
decide to provide for depreciation by taking out a policy for lease- 
hold redemption. How would you deal with the annual premiums 
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in the books ; and how would you adjust the accounts when the 
lease expires and the policy matures ? (R.S.A. Grade 3.) 

9. Jones, for the mutual and temporary accommodation of him- 
self and Brown, draws upon the latter a bill of exchange at three 
months for £600, dated January Ist, 19US. Jones discounts this 
bill immediately at his bankers, the rate of discount being 5 %, and 
hands half the proceeds to Brown. 

Brown, for a similar purpose and at the same time, draws a bill 
at three months on Jones for £300. This he discounts at his bankers 
at 5% and hands half the proceeds to Jones. Brown becomes a 
bankrupt on March 31st, 1908, and a first and final dividend of 5s. 
in the & is paid on his estate on June 30th, 1908. 

Write up Brown’s a/c. in Jones’s books. Assume, in each case, 
that one half of the charge for discounting the bill is chargeable to 
Brown and one half to Jones. (L.C.C. Senior. ) 


10. A Limited Company was formed to take over an old-estab- 
lished manufacturing business. The purchase price was fixed, by 
an agreement dated January Ist, 1909, at £60,000, payable as 
follows :— 

£25,000 in £1 Ordinary Shares of the Company issued as 
fully paid. 

£25,000 in 5 % Debentures, repayable in 1919 at 105. 

£10,000 in cash, payable on February Ist, 1909. 

The Company was duly registered with a nominal capital of 
£100,000, consisting of 100,000 Ordinary Shares of £1 each. On 
January 15th, 1909, 15,000 Ordinary Shares were offered to the 
public and fully paid up with the exception of £150 calls in arrear 
upon the allotment call. 

The following is a list of the assets and liabilities taken over by 
the Company :— 


£8. dé 

Sundry Creditors... Be ae et 10,000 0 O 

Bills Payable see is ane ae 5,000 O O 
Sundry Debtors ws ap £20,000 
Less Reserve for Bad Debts 1,500 

———— 18,500 0 0 

Stock in Trade Bee a, ae ae 10,000 O O 

Machinery and Plan ‘is 0 sis 25,000 0 0 

Loose Tools ... “ihe sr nee son 4,060 0 0 

Bills Receivable... ar — a 2,500 0 0 

Cash at Bank ae a aie 5,000 O O 


Make the journal entries necessary for opening the Company’s 
books and the entries required to record the issue of shares to the 
public, assuming that 10s. per share is payable on application and 
10s. per share on allotment. (L.C.C. Senior. ) 
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